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§Wm  Of  THE  SKILLED  NURSING  FACILITY 
BENEFIT  UNDER  MEDICARE 

EXECUTIVE  SUMMARY 

This  Report  responds  to  a  congressional  mandate  concerning  the  Medicare  skilled 
nursing  facility  benefit.  First,  the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982 
(TEFRA)  required  the  Department  of  Health  and  Human  Services  to  develop 
proposals  providing  for  prospective  payment  for  Medicare  providers,  including 
skilled  nursing  facilities  (SNFs).  Second,  the  Social  Security  Amendments  of  1983 
included  a  requirement  that  the  Department  study  the  effect  of  implementing  the 
1982  TEFRA  provision  requiring  single  payment  limits  for  both  Medicare 
freestanding  and  hospital-based  SNF  services  based  on  the  cost  experience  of 
freestanding  facilities.  Third,  the  Deficit  Reduction  Act  of  1984  reiterated 
Congress'  interest  in  the  studies  specified  by  TEFRA  and  the  1983  Social  Security 
Amendments  and  provided,  further,  that  the  Department  should  report  on  the  range 
of  options  for  prospective  payment  of  skilled  nursing  facilities  under  Medicare. 
This  report  provides  a  detailed  analysis  of  the  Medicare  SNF  benefit,  analyzes  the 
structure  of  this  industry,  discusses  the  development  of  a  Medicare  SNF  casemix 
measure,  and  analyzes  the  differences  between  hospital-based  and  freestanding 
SNFs.  This  report  also  addresses  the  reimbursement  issues  involved  in  the 
Medicare  SNF  benefit;  however,  as  required  by  the  1984  Deficit  Reduction  Act, 
specific  SNF  payment  reform  proposals  will  be  forwarded  to  the  Congress  in  a. 
separate  report. 


Prepared  by  George  Schieber,  Joshua  Wiener,  Korbin  Liu,  and  Pamela  Doty,  Office 
of  Policy  Analysis,  Health  Care  Financing  Administration. 


Background  and  Context 


The  Medicare  skilled  nursing  benefit  covers  short-term  (no  more  than  100  days), 
post-acute  care  for  persons  needing  skilled  nursing  or  rehabilitative  services  in  an 
inpatient  setting.  The  Medicare  SNF  benefit  as  mandated  by  statute  sets  specific 
and  relatively  stringent  requirements  regarding  the  level  of  skilled  care  necessary 
for  Medicare  coverage  of  SNF  services.  Hence,  Medicare  covered  SNF  care 
differs  from  the  long  term  care  covered  by  the  Medicaid  nursing  home  benefit.  In 
1980  the  average  Medicare  coverage  of  a  SNF  stay  was  30  days,  much  less  than  the 
average  stay  of  456  days  for  all  nursing  home  patients. 

The  Medicare  SNF  benefit  is  relatively  small  both  as  a  percentage  of  Medicare 
expenditures  and  as  a  proportion  of  total  national  nursing  home  revenues.  The  $529  r,<fju 
million  spent  for  Medicare  SNF  benefits  in  calendar  year  1983  constituted  slightly  ym 
less  than  one  percent  of  total  Medicare  expenditures  and  slightly  less  than  two 
percent  of  all  nursing  home  expenditures.  On  the  other  hand,  in  1983  about  31 
percent  of  Medicaid  expenditures  were  for  nursing  home  care  (skilled  nursing  and 
intermediate  care  facilities),  and  Medicaid  accounted  for  nearly  50  percent  of  all 
nursing  home  expenditures. 

Currently,  Medicare  services  in  skilled  nursing  facilities  are  reimbursed  on  a 
retrospective  reasonable  cost  basis,  subject  to  limits  applied  to  routine  costs  (e.g., 
nursing,  meals).  Ancillary  costs  such  as  physical  therapy  and  drugs  and  capital  are 
not  included  in  the  cost  limits.  The  limits  are  set  at  112  percent  of  the  average 
costs  of  urban  and  rural  facilities.  Prior  to  October  1,  1982,  separate  limits  were  in 
effect  for  hospital-based  and  freestanding  facilities.  TEFRA  eliminated  these  dual 
cost  limits,  mandating  single  limits  based  on  the  lower  costs  of  the  freestanding 
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facilities  subject  to  such  adjustments  as- the  Secretary  deems  appropriate.  The 
Deficit  Reduction  Act  extended  the  pre-TEFRA  dual  limits  to  July  1,  1984.  After 
July  1,  1984,  reimbursement  limits  for  urban  and  rural  hospital-based  SNFs 
respectively,  would  be  set  at  the  corresponding  limits  for  freestanding  SNFs  plus  50 
percent  of  the  amount  by  which  112  percent  of  the  hospital-based  SNF  costs 
exceeded  the  limit  for  freestanding  SNFs. 

As  with  all  benefits  under  Medicaid,  States  are  free  to  establish  their  own  payment 
systems.  As  a  result,  there  is  considerable  variation  in  SNF  reimbursement 
methods  under  Medicaid.  In  constrast  to  Medicare's  retrospective  reimbursement 
system,  37  States  employ  various  forms  of  prospective  payment.  Only  10  States 
use  a  retrospective  system  similar  to  Medicare's.  Three  States  use  a  method  that 
combines  various  approaches. 

Statistics  on  Medicare  SNFs 

A  nursing  home  can  be  certified  in  whole  or  in  part  to  participate  in  Medicare, 
Medicaid,  or  both  programs.  About  5,000  nursing  homes  are  certified  to  provide 
Medicare  services,  about  two-thirds  of  all  SNFs.  Approximately  two-thirds  of  all 
Medicare  certified  SNFs  are  proprietary  (for  profit),  with  the  rest  about  evenly 
split  between  government  and  non-profit  facilities.  Sixty-seven  percent  of  the 
5,000  Medicare  certified  facilities  are  urban  and  freestanding.  For  participating 
SNFs,  Medicare  accounts  for  an  average  of  14  percent  of  patient  days.  However, 
less  than  400  SNFs  provide  40  percent  of  total  Medicare  days;  these  facilities  are 
highly  dependent  on  Medicare  patients.  The  vast  majority  of  certified  SNFs 
provide  very  few  Medicare  days. 


The  approximately  500  hospital-based  facilities  are  evenly  divided  between  urban 
and  rural  locations.  Hospital-based  facilities  tend  to  provide  proportionately  more 
care  to  Medicare  beneficiaries  than  freestanding  SNFs,  accounting  for  20  percent 
of  total  days  while  supplying  only  10  percent  of  certified  beds. 

The  availability  of  Medicare  certified  SNF  beds  in  all  types  of  facilities  varies 
across  States.  In  FY  1981,  Medicare  SNF  beds  per  1000  elderly  varied  from  a  low 
of  1  in  Arkansas  and  Oklahoma  to  a  high  of  51  in  North  Dakota;  the  national  mean 
was  18.  The  use  rate  of  the  Medicare  SNF  benefit  also  varied  across  States  from  a 
low  of  one  day  of  Medicare  covered  SNF  care  per  1000  elderly  in  Wyoming  to  a 
high  of  635  in  Kentucky;  the  national  mean  was  310. 

The  average  total  cost  per  day  for  Medicare  SNF  services  was  $80  in  FY  1983,  of 
which  72  percent  was  for  routine  operating  costs,  22  percent  for  ancillary  costs, 
and  6  percent  for  capital  costs.  Nonprofit  and  urban  homes  are  more  expensive 
than  proprietary  and  rural  facilities.  Hospital-based  facilities  are  twice  as 
expensive  as  freestanding  facilities,  $95  and  $48  per  day,  respectively.  However, 
hospital-based  and  freestanding  SNFs  in  rural  areas  are  more  similar  in  costs  than 
they  are  in  urban  localities. 

In  a  multivariate  regression  analysis,  facility  characterisitics  (e.g.,  ownership 
hospital-based/freestanding,  facility  size)  explained  about  half  of  the  facility 
variation  in  routine  operating  costs.  Two  proxy  measures  of  casemix,  proportion  of 
Medicare  days  to  total  patient  days  and  total  admissions  per  bed,  are  associated 
with  higher  costs. 
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Reimbursement  Issues  in  the  Current  System 

The  current  retrospective,  reasonable  cost  reimbursement  system  contains  no 
incentives  for  facilities  to  admit  Medicare  or  heavy  care  patients.  Moreover,  SNFs 
with  costs  above  the  reimbursement  limits  set  by  statute  have  strong  incentives  to 
reduce  costs  by  admitting  patients  who  require  less  care.  In  addition,  it  is  often 
believed  that,  because  of  certain  characteristics  of  the  current  reimbursement 
system,  facilities  decline  to  participate  in  Medicare,  creating  inadequate  access 
and  costly  hospital  back-up  of  patients  awaiting  nursing  home  placements.  Three 
frequently  noted  deficiencies  of  the  current  system  are:  1)  the  lack  of  financial 
incentives  to  curb  costs  and  to  increase  efficiency;  2)  excessive  federal  reporting 
requirements;  and  3)  financial  uncertainty  created  by  retrospective  payment 
adjustments. 

A  prospective  payment  system  has  been  advocated  as  a  means  to  increase  SNF 
participation  in  the  Medicare  program.  Increased  SNF  participation  potentially 
could  increase  the  use  of  Medicare  SNF  services  and  decrease  the  number  of 
hospital  patients  awaiting  SNF  placements.  This  would  allow  the  patient  to  move 
through  the  system  and  be  cared  for  at  the  medically  necessary  level.  A 
prospective  payment  system  with  incentives  to  take  Medicare  patients  could 
promote  access  for  Medicare  beneficiaries. 

There  are  strong  indications,  however,  that  local  or  regional  factors  greatly 
influence  access  to  and  use  of  Medicare  SNF  services.  For  example,  States  with 
Medicaid  reimbursement  systems  providing  strong  incentives  for  nursing  homes  to 
become  certified  as  intermediate  care  facilities  (ICFs)  tend  to  have  nursing  home 
industries  that  are  predominantly  ICF  oriented.  (Intermediate  care  is  a  lower  level 


of  care  than  skilled  care  which  is' not  covered  by  the  Medicare  program.)  Since 
Medicare  constitutes  such  a  small  share  of  the  overall  market,  it  has  little  leverage 
to  affect  the  availability  of  SNF  level  nursing  home  care.  Other  local  and  regional 
factors  that  affect  Medicare  SNF  participation  and  the  use  of  Medicare  SNF 
services  are  variations  in  local  medical  practice  patterns,  the  availability  of  home 
health  services  as  an  alternative  to  SNF  care,  and  differences  in  the  interpretation 
and  application  of  coverage  rules  by  fiscal  intermediaries  in  light  of  these  local  and 
regional  factors. 

With  respect  to  the  problem  of  the  backlog  of  hospital  patients  awaiting  nursing 
home  placement,  existing  evidence  suggests  that  many  are  awaiting  Medicaid,  not 
Medicare,  placements.  However,  hospital  prospective  payment  may  exert  a 
greater  influence  toward  increasing  the  use  of  Medicare  SNF  services  because  it 
gives  hospitals  a  strong  financial  incentive  to  discharge  patients  as  soon  as  is 
medically  appropriate.  Thus,  hospital  prospective  payment  may  increase  demand 
for  Medicare  SNF  care.  It  would,  therefore,  be  desirable  to  have  a  payment  system 
that  encourages  facilities  to  admit  Medicare  patients  so  they  do  not  get  backlogged 
in  the  hospital. 

Because  state  certificate  of  need  (CON)  requirements  limit  the  capacity  of  SNFs 
to  respond  to  increasing  demand  by  increasing  bed  supply,  it  is  also  important  to 
take  into  account  how  alternative  reimbursement  systems  and  incentives  may 
affect  the  use  of  other  types  of  postacute  care  such  as  rehabilitation  hospitals  and 
swing  beds.  Under  Medicare,  rehabilitation  hospitals  and  rehabilitation  units  of 
general  hospitals  are  providers  that  must  be  engaged  primarily  in  rehabilitation  as 
defined,  in  part,  by  75  percent  of  their  patients  being  treated  for  conditions  that 
typically  require  inpatient  rehabilitation.    The  swing  bed  option  under  Medicare 
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allows  small  hospitals  (under  50  beds),  operating  in  rural  areas  where  there  is  a 
scarcity  of  long-term  care  beds,  to  use  their  beds  for  either  acute  or  long-term 
care  services.  The  expecled  increase  in  demand  for  postacute  care  implies  that 
specific  options  for  prospective  payment  need  to  provide  incentives  to  allow  SNFs 
to  manage  heavier  Medicare  caseloads  and  also  to  promote  the  most  efficient  use 
of  SNFs  in  relation  to  other  postacute  benefits  under  Medicare.  Although  rehabili- 
tation hospitals  and  swing  beds  are  currently  subject  to  different  reimbursement 
rules  under  Medicare  than  SNFs,  they  may,  in  some  cases,  serve  similar  types  of 
patients.  For  example,  average  lengths  of  stay  in  some  of  these  units,  like  that  of 
SNFs  (29  days),  are  relatively  short.  Both  rehabilitation  units  and  rehabilitation 
hospitals  average  22  days  per  stay,  while  swing  bed  stays  average  13  days.  On  the 
other  hand,  while  SNFs  are  currently  reimbursed  at  cost  up  to  limits  based  on  the 
average  costs  of  participating  facilities,  rehabilitation  hospitals  and  units  are 
reimbursed  at  cost  up  to  limits  based  on  each  facility's  base-year  costs  adjusted  for 
inflation.  Equally  dissimilar  are  the  reimbursement  rules  for  swing  beds  used  for 
long-term  care;  when  its  swing  beds  are  used  for  long-term  care  patients,  a 
hospital  is  reimbursed  for  routine  costs  at  a  per  diem  rate  equal  to  its  state's 
average  Medicaid  SNF  rate. 

We  can  expect  the  same  increased  efficiencies  from  SNF  operations  as  has  been 
experienced  by  changing  the  hospital  reimbursement  system  based  on  historical 
costs  to  one  based  on  prospective  rates.  Although  the  current  system  for  paying 
SNFs  does  not  inherently  reward  provider  efficiency,  the  need  is  not  as  great  as  it 
was  for  hospital  payments  because  the  expenditure  growth  rate  for  SNF  services 
has  been  much  lower  than  that  for  hospital  care.  From  FY  1975-83,  the  annual  rate 
of  growth  for  Medicare  SNF  expenditures  was  8.4  percent.  This  growth  rate  is 
essentially  the  same  as  the  growth  rate  in  the  nursing  home  "market  basket",  a 


measure  of  the  price  of  the  inputs  (e.g.,  food,  nurses,  etc.)  necessary  to  produce  a 
day  of  nursing  home  care.  In  recent  years,  total  SNF  expenditures  have  grown  at 
rates  higher  than  the  marketbasket.  From  1981  to  1982  the  increase  in  total 
expenditures  was  10  percent  higher  than  changes  in  marketbasket,  while  the 
corresponding  comparison  was  128  percent  from  1982  to  1983.  These  increases 
were  due  principally  to  increases  in  utilization. 

Skilled  nursing  facilities  with  more  than  a  minimal  Medicare  caseload  are  required 
to  complete  the  detailed  hospital  cost  report.  Given  the  relatively  small  Medicare 
caseload  in  most  facilities,  SNFs  find  this  reporting  requirement  burdensome. 
Some  prospective  payment  systems  would  reduce  the  paperwork  requirement.  With 
respect  to  retroactive  payment  adjustments,  prospective  payment  could  alleviate 
reimbursement  rate  changes. 

Case  mix  Analysis 

The  development  of  a  casemix  measure  is  important  in  the  design  of  a  prospective 
payment  system  for  Medicare  SNF  services.  Casemix  measurement  is  a  generic 
term  referring  to  many  approaches  for  determining  differences  in  resources 
required  by  different  patients.  Different  resource  requirements  to  meet  different 
patient  needs  translate  into  differences  in  payment  rates  according  to-  patient 
need.  The  central  casemix  measure  under  Medicare  hospital  prospective  payment 
is  a  patient  specific  one  called  diagnosis-related  groups  (DRGs).  Under  hospital 
prospective  payment,  DRGs  which  require  more  resources  (e.g.,  longer  lengths  of 
stay,  more  laboratory  tests)  are  paid  at  higher  amounts.  Without  provisions  to  pay 
higher  amounts  for  patients  who  require  more  resources,  hospitals  would  have 
incentives  to  accept  only  patients  requiring  lower  levels  of  care,  making  it  very 
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difficult  for  severely  ill  patients  to  receive  hospital  care.  This  same  dynamic 
applies  to  SNF  services  today  where,  without  a  casemix  measure,  providers  have 
incentives  to  treat  lighter  care  patients. 

Research  specifically  on  the  casemix  of  Medicare  SNF  patients  is  very  limited, 
primarily  because  overall  they  make  up  such  a  small  part  of  the  nursing  home 
population.  The  existing  research  on  casemix  and  resource  use  in  nursing  homes 
has  focused  on  the  general  nursing  home  population.  Thus,  these  results  may  not  be 
directly  applicable  to  Medicare  SNF  patients  because  they  are  based  on  the  long 
term  care  needs  of  the  general  nursing  home  population  rather  than  the  short-term 
skilled  or  rehabilitative  care  Medicare  SNF  patients  receive.  This  literature 
indicates  that  limitations  in  activities  of  daily  living  such  as  bathing,  dressing,  and 
feeding  are  most  important  in  predicting  resource  consumption  and  related  costs. 
Diagnosis,  the  only  patient-specific  casemix  information  routinely  collected  on 
Medicare  SNF  patient  conditions,  is  less  important.  Analysis  of  information  on 
diagnoses  of  Medicare  patients  shows  that  there  is  a  great  deal  of  variation  in  the 
costs  and  lengths  of  stay  among  Medicare  SNF  patients  with  the  same  diagnosis. 
This  indicates  that  diagnosis  alone  Js  not  a  comprehensive  casemix  measure  for 
distinguishing  among  patients  according  to  their  resource  needs. 

In  the  absence  of  sufficient  data  to  derive  a  direct  patient-specific  casemix 
measure  for  Medicare  SNF  patients,  an  evaluation  of  existing  facility  data  which 
might  provide  a  proxy  casemix  measure  based  on  facility  characteristics  was 
undertaken.  It  was  found  that  Medicare  days  as  a  percent  of  total  patient  days  is 
directly  related  to  cost  and  may  be  used  as  a  proxy  casemix  measure.  Percent 
Medicare  days  measures  the  extent  to  which  facilities  provide  care  to  short-term 
skilled  and  rehabilitative  patients  rather  than  to  long  term  care  patients.  Analysis 
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of  freestanding  facilities  indicates  that  in  1980  a  one' -percentage  point  increase  in 
the  proportion  of  Medicare  days  in  a  facility  increased  the  per  diem  rate  by  16 
cents.  For  hospital-based  facilities  a  one  percent  increase  in  proportion  Medicare 
increased  per  diem  costs  by  56  cents.  In  addition,  other  analyses  prepared 
specifically  for  this  Report  (Shaughnessy  et  al.,  1983;  Sulvetta  and  Holahan,  1984) 
indicate  that  Medicare  patients  have,  on  average,  more  frequent  and  severe 
"medically-oriented  problems.  Thus,  while  not  as  powerful  a  casemix  measure  as 
DRGs  for  hospitals,  percent  Medicare  days  might  be  used  as  a  limited  proxy 
casemix  measure  until  sufficient  data  are  collected  and  analyzed  to  develop  a 
direct  patient  specific  casemix  measure.  In  developing  such  a  casemix  measure, 
various  aspects  of  Medicare  SNF  cases,  including  diagnosis,  disabilities,  and 
specialized  services,  will  need  to  be  considered.  HCFA  is  sponsoring  ongoing 
research  on  "resource  utilization  groups"  (rugs),  a  casemix  measure  based 
primarily  on  functional  disability,  which  could  prove  to  an  appropriate  analogue  to 
the  hospital  DRG  for  skilled  nursing  facility  care. 

Hospital-Based  and  Freestanding  SNFs 

That  higher  costs  of  hospital-based  SNFs  relative  to  freestanding  SNFs  may  be  due 
to  differences  in  casemix  between  the  two  types  of  providers  has  been  a  major 
issue  in  reimbursement  policies  for  Medicare  SNFs.  The  absence  of  empirical 
evidence  to  resolve  the  issue  resulted  in  different  policies  for  reimbursing  hospital- 
based  SNFs  at  different  times  and  a  mandate  from  Congress  to  investigate  the 
extent  to  which  the  higher  costs  of  hospital-based  SNFs  are  attributable  to  heavier 
care  patients. 
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Sufficient  information  is  currently  not  available  to  definitively  quantify  the 
proportion  of  the  existing  cost  differences  that  can  be  attributed  to  the  various 
factors  such  as  unmeasured  casemix,  quality  of  care,  and  inefficiency.  Percent 
Medicare  days,  a  proxy  measure  for  casemix,  is  associated  with  higher  costs  and, 
on  average,  hospital-based  SNFs  have  higher  percent  Medicare  days  than  free- 
standing SNFs.  Medicare  program  data  on  staffing  patterns  indicate  that  hospital- 
based  SNFs  have  more  nursing  hours,  more  licensed  nurses,  and  a  greater 
orientation  toward  rehabilitation  that  freestanding  SNFs,  suggesting  a  different 
casemix  between  the  two  types  of  facilities. 

Shaughnessy  et  al.  (1983)  studied  casemix  in  high  Medicare  utilization  SNFs  and 
found  hospital-based  patients  to  be  characterized  by  more  severe  medical  problems 
(e.g.,  recovery  from  surgery,  shortness  of  breath,  intravenous  catheters).  Patients 
in  freestanding  SNFs  tended  to  have  more  mental  status  problems,  terminal  illness, 
and  urinary  tract  infections.  An  analysis  of  casemix  using  data  from  the  Medicare 
and  Medicaid  Automated  Certification  System  (Sulvetta  and  Holahan,  1984)  found 
that  higher  proportions  of  patients  in  hospital-based  than  freestanding  SNFs  had 
disability  problems  and  needed  specialized  services.  Three  studies  of  low  Medicare 
utilization  facilities  (Cameron  and  Knauf,  1983;  Sulvetta  and  Holahan,  1984;  and 
Shaughnessy  et  al.,  1982)  found  differences  in  the  casemix  of  hospital-based  and 
freestanding  SNFs,  with  most  of  the  evidence  pointing  toward  greater  severity  of 
hospital-based  patients.  Mor  and  Sherwood  (1983)  found  virtually  no  differences  in 
Medicare  diagnoses  and  disabilities  between  hospital-based  and  freestanding  facili- 
ties in  Oregon,  and  some  differences  in  Massachusetts.  In  both  States,  hospital- 
based  patients  tended  to  be  more  rehabilitation  oriented. 


Results  from  two  studies  carried  out  for  this  Report  suggest  that  casern ix  accounts 
for  some  of  the  cost  differences  between  hospital-based  and  freestanding  SNFs. 
Shaughnessy  (1984)  estimated  that  casemix  differences  between  hospital-based  and 
freestanding  SNFs  may  explain  up  to  50  percent  of  their  cost  differences,  while 
Sulvetta  and  Holahan  (1984)  estimated  that  43  percent  of  the  cost  differences  were 
due  to  casemix  and  staffing. 

Conclusions 

The  Department  conducted  a  thorough  analysis  of  internal  administrative  data, 
reviewed  existing  literature  and  commissioned  outside  studies  to  provide  the  most 
complete  picture  currently  available  on  the  Medicare  SNF  industry.  Our  analysis 
of  the  available  information  indicates,  however,  that  important  issues  need  to  be 
considered  before  specific  options  for  reimbursement  reform  of  the  Medicare  SNF 
benefit  can  be  addressed. 


^AkeyissueJis  that  no  reliable  and  valid  patient  specific  casemix  measure  presently 
exists  for  Medicare  SNF  patients.  While  the  research  presented  in  this  report 
described  the  state  of  knowledge  on  the  relationships  between  casemix  and 
resource  consumption  of  Medicare  SNF  patients,  it  is  clear  that  further  work  is 
required. 


A  second  major  issuejis  the  effect  of  hospital  prospective  payment  on  SNFs  and 
other  postacute  benefits  under  Medicare.  Since  hospital  payment  under  Medicare 
is  on  a  per  ease  basis,  hospitals  will  have  incentives  to  keep  patients  in  an  acute 
care  setting  only  as  long  as  is  medically  necessary.  Thus,  some  observers  predict 
that  hospitals  will  discharge  more  patients  to  Medicare  SNFs  and  other  postacute 
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units,  such  as  rehabilitation  hospitals  and  "swing  beds."  Because  the  Medicare  SNF 
patient  appears  in  many  cases  to  ressemble  a  beneficary  cared  for  in  a  rehabili- 
tation setting  and/or  a  hospital  swing  bed,  though  all  three  types  of  post  acute  care 
are  currently  reimbursed  at  different  rates  and  according  to  different  rules,  the 
examination  of  reimbursement  alternatives  for  SNFs  should  also  take  into  account 
these  related  forms  of  postacute  care. 

Finally,  the  quality  of  care  for  Medicare  beneficiaries  needs  to  be  ensured  under 
any  SNF  prospective  payment  system.  The  Department  is  engaged  in  research  and 
operational  initiatives  that  are  intended  to  improve  our  ability  to  examine  patient 
outcomes  to  assure  quality  of  care. 

Results  from  our  current  research  and  operational  initiatives  should  provide 
additional  information  to  address  many  of  the  unanswered  questions.  This 
additional  information  will  be  incorporated  in  our  analysis  of  specific  SNF  payment 
reform  proposals  which,  as  required  by  the  1984  Deficit  Reduction  Act,  will  be 

forwarded  to  the  Congress  in  a  separate  report. 


INTRODUCTION 


This  Report  to  Congress  was  written  in  partial  response  to  section  101  of  P.L.  97- 
248,  the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982  (TEFRA)  and  to  Section 
1888  of  the  Deficit  Reduction  Act  of  1984.  These  sections  required  the  Secretary 
of  Health  and  Human  Services  "to  develop,  in  consultation  with  the  Senate 
Committee  on  Finance  and  the  Committee  on  Ways  and  Means  of  the  House  of 
Representatives,  proposals  for  legislation  which  would  provide  that  hospitals, 
skilled  nursing  facilities,  and,  to  the  extent  feasible,  other  providers,  would  be 
reimbursed  under  title  XVin  of  this  Act  on  a  prospective  basis."  The  report  on 
hospital  prospective  reimbursement  was  sent  to  the  Congress  in  December  1982 
and  formed  the  basis  of  the  hospital  prospective  payment  legislation  enacted  on 
April  20,  1983.  The  Social  Security  Amendments  of  1983,  P.L.  98-21,  completely 
revamped  the  way  Medicare  pays  for  inpatient  hospital  services. 

In  section  605  of  P.L.  98-21  and  in  Section  1888  of  the  Deficit  Reduction  Act  of 
1984,  the  Congress  also  asked  the  Secretary  to  study  and  report  on  "(1)  the  effect 
which  the  implementation  of  section  102  of  the  Tax  Equity  and  Fiscal  Responsi- 
bility Act  of  1982  (requiring  a  single  reimbursement  limit  for  skilled  nursing 
facilities)  would  have  on  hospital-based  skilled  nursing  facilities,  given  the  dif- 
ferences (if  any)  in  the  patient  populations  served  by  such  facilities  and  by 
community-based  skilled  nursing  facilities  and  (2)  the  impact  on  skilled  nursing 
facilities'  of  hospital  prospective  payment  systems,  and  recommendations  con- 
cerning payment  of  skilled  nursing  facilities."  This  Report  does  not  address  the 
second  issue  since  many  providers  did  not  begin  under  the  new  system  until  the 
summer  of  1984  and,  therefore,  it  is  premature  to  evaluate  its  effect  on  skilled 
nursing  facilities. 


-16- 


Increasingly  over  the  last  few  years,  Congress  and  the  Executive  Branch  have  been 
reexamining  the  reimbursement  methods  by  which  Medicare  pays  providers.  This 
review  has  been  prompted  by  general  dissatisfaction  with  current  reimbursement 
methodologies.  In  particular,  it  is  widely  accepted  that  Medicare  retrospective, 
cost-based  reimbursement  principles  do  not  encourage  efficiency  because  they  do 
not  reward  cost  containing  behavior.  To  the  extent  that  this  is  true,  the  Medicare 
program  does  not  act  as  a  prudent  buyer  in  the  marketplace.  Other  commonly 
cited  problems  of  the  current  reimbursement  system  include  burdensome  reporting 
requirements  and  financial  uncertainty  created  by  retroactive  rate  adjustments.  In 
addition,  it  is  often  suggested  that,  as  a  result  of  these  problems,  skilled  nursing 
facilities  (SNFs)  refuse  to  participate  in  Medicare,  creating  inadequate  access  for 
Medicare  beneficiaries  and  the  related  problem  of  a  backlog  of  hospital  patients 
awaiting  placement  in  nursing  homes. 

This  report  provides  a  detailed  analysis  of  the  Medicare  SNF  benefit,  analyzes  the 
structure  of  this  industry,  discusses  the  development  of  a  Medicare  SNF  casemix 
measure,  and  analyzes  the  differences  between  hospital-based  and  freestanding 
SNFs.  This  report  also  addresses  the  reimbursement  issues  involved  in  the 
Medicare  SNF  benefit;  however,  as  required  by  the  1984  Deficit  Reduction  Act, 
specific  SNF  payment  reform  proposals  will  be  forward  to  the  Congress  in  a 
separate  report. 

In  preparing  this  Report,  the  Department  has  benefited  from  discussions  with 
Members  of  Congress,  Congressional  staff,  and  representatives  of  the  health  care 
industry  and  consumer  groups.  This  Report  has  five  chapters.  Chapter  I  provides 
background  on  nursing  home  care  and  Medicare  coverage  and  reimbursement  for 
services  in  skilled  nursing  facilities.  Chapter  n  presents  statistics  on  the  facilities 
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in  the  Medicare  SNF  program.'  Chapter  III  discusses  the  current  Medicare 
reimbursement  system.  Chapter  IV  reviews  various  measures  of  casemix  in  nursing 
homes  and  discusses  the  relationship  of  casemix  and  resource  use.  Chapter  V 
analyzes  the  casemix  differences  between  hospital-based  and  freestanding  (com- 
munity-based) skilled  nursing  facilities. 
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CHAPTER  I 
BACKGROUND  AND  CONTEXT 

T  

This  section  presents  data  on  the  SNF  benefit  and  program  statistics  on  ex- 
penditures, per  diem  payments,  and  utilization  rates  as  well  as  a  description  of 
covered  services  and  the  current  reimbursement  system.  The  Medicare  skilled 
nursing  benefit  is  a  limited  benefit  designed  to  provide  short-term  post-acute  care 
for  persons  needing  skilled  nursing  or  rehabilitative  services.  Medicare  SNF 
expenditures  account  for  slightly  less  than  one  percent  of  Medicare  and  two 
percent  of  total  nursing  home  expenditures.  Medicare  pays  for  nursing  home  care 
on  a  retrospective,  reasonable  cost  basis  subject  to  limits  on  the  costs  to  be 
reimbursed.  By  contrast,  most  State  Medicaid  programs  reimburse  nursing  homes 
based  on  prospectively  set  rates. 

A.     Medicare  SNF  Benefit 

Medicare  provides  skilled  nursing  facility  services  under  the  Hospital  Insurance 
(Part  A)  program.  Coverage,  for  up  to  100  days  of  care  per  spell  of  illness,  is 
limited  to  patients  who  have  had  three  days  of  hospital  care  and  need  daily  skilled 
nursing  or  related  rehabilitation  services.  A  new  spell  of  illness  or  benefit  period 
begins  when  the  beneficiary  has  not  been  an  inpatient  in  a  hospital  or  skilled 
nursing  facility  for  60  consecutive  days.  For  the  first  20  covered  days  in  a  SNF, 
the  beneficiary  pays  no  coinsurance.  For  days  21  through  100,  the  beneficiary  is 
subject  to  a  daily  coinsurance  payment  of  one-eighth  of  the  hospital  deductible 
($44.50  in  1984). 
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Major  services  covered  by  the  Medicare  program  for  patients  receiving  SNF  care 
include  a  semi-private  room,  meals,  regular  nursing  services,  rehabilitation  ser- 
vices (such  as  physical,  occupational,  and  speech  therapy),  drugs  furnished  by  the 
facility  during  the  stay,  and  medical  supplies  and  appliances.  SNF  services  which 
are  not  covered  by  Medicare  include  personal  convenience  items  (such  as  television 
or  telephones),  private  duty  nurses,  extra  charges  for  a  private  room  (unless  needed 
for  medical  reasons),  and  the  first  three  units  of  blood  in  a  benefit  period.  In 
addition,  physicians1  services  for  SNF  patients  are  not  covered  under  the  SNF 
benefit,  but  they  are  covered  under  the  Medicare  Supplementary  Medical  Insurance 
(Part  B)  program.  Certain  other  covered  services,  such  as  laboratory  services,  can 
be  reimbursed  under  Part  A  or  Part  B. 

The  Medicare  SNF  benefit  is  designed  to  provide  a  less  costly  alternative  to 
inpatient  hospital  care  for  those  patients  who  require  institutional  skilled  nursing 
care  but  not  the  scope  and  intensity  of  medical  services  provided  in  a  hospital.  The 
Medicare  SNF  benefit  is  a  short-term  post-hospitalization  benefit  under  which  up 
to  100  days  of  care  are  covered  as  long  as  certain  conditions  are  met.  Many 
patients  admitted  under  the  Medicare  SNF  benefit  have  actual  lengths  of  stay 
considerably  beyond  their  Medicare  covered  days.  For  example,  although  a  patient 
stays  in  a  facility  for  90  days,  Medicare  coverage  may  terminate  on  day  30  because 
Medicare's  coverage  requirements  are  not  met  after  the  30th  day. 

The  Medicare  coverage  requirements  are: 

o       The  patient  requires  daily  skilled  nursing  care  or  related  rehabilitative 
services. 
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o       A  physician  certifies  that  the  patient  needs  such  care  and  must  order  it. 

o  As  a  practical  matter,  the  care  can  only  be  provided  on  an  inpatient  basis  in  a 
skilled  nursing  facility. 

o  The  patient  has  had  a  medically  necessary  stay  in  a  Medicare  participating 
hospital  for  at  least  three  consecutive  days  prior  to  admission  to  a  SNF. 
TEFRA  (P.L.  97-248)  allows  the  Secretary  to  eliminate  the  three-day  prior 
hospitalization  requirement  if  s/he  finds  that  it  will  not  increase  Medicare 
expenditures  or  compromise  the  acute  care  nature  of  the  benefit.  To  date 
HCFA  has  not  been  able  to  make  that  finding.  For  further  discussion,  see 
Appendix  I. 


o       The  patient  is  admitted  within  30  days  after  being  discharged  from  the 
hospital. 


o  The  patient  is  admitted  for  further  treatment  of  a  condition  for  which  he  was 
treated  in  the  hospital.  A  patient  who  has  been  discharged  from  a  SNF  may  be 
readmitted  to  a  participating  SNF  within  14  days  of  his  discharge  without  re- 
entering a  hospital. 

Skilled  nursing  services  and  rehabilitative  care  meeting  the  Medicare  coverage 
requirements  include  services  provided  directly  by  or  requiring  the  supervision  of 
skilled  nursing  personnel  or  skilled  rehabilitation  professionals  which  the  patient 
needs  on  a  daily  basis  and  which,  as  a  practical  matter,  can  only  be  provided  in  a 
skilled  nursing  facility  or  on  an  inpatient  basis.  The  types  of  services  covered 
include  those  skilled  services  which  are  essential  to  the  rehabilitation  and  recovery 
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of  the  patient  and  also  those  which  are  necessary  to  prevent  deterioration  of  the 
patient's  conditions  and  sustain  the  patient's  current  capacities  even  when  full 
recovery  or  medical  improvement  is  not  imminent. 

Some  examples  of  services  which  meet  the  definition  of  skilled  nursing  services  are: 

o       Intravenous  or  intramuscular  injections  and  intravenous  feeding. 

o      Levine  tube  and  gastrostomy  feedings. 

o      Naso-pharyngeal  and  tracheotomy  aspiration. 

o      Insertion  or  replacement  of  catheters. 

o  Application  of  dressings  involving  prescription  medications  and  aseptic  tech- 
niques. 

o       Care  of  extensive  decubitus  ulcers  and  other  common  skin  disorders. 

o       Initial  phases  of  a  regimen  involving  administration  of  medical  gases. 

o  Restorative  nursing  procedures,  including  the  related  teaching  and  adaptive 
aspects  of  skilled  nursing,  which  are  part  of  active  treatment  and  require  the 
presence  of  licensed  nurses  at  the  time  of  performance,  e.g.,  teaching  the 
skills  and  facts  necessary  for  understanding  adherence  to  a  regimen  such  as 
bowel  and  bladder  training. 
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Services  such  as  help  in  walking  and  getting  in  and  out  of  bed,  assistance  in  bathing, 
dressing,  feeding,  and  using  the  toilet,  preparation  of  special  diets,  and  supervision 
of  medications  which  can  usually  be  self-administered,  and  which  do  not  require  the 
continuing  attention  of  trained  paramedical  personnel,  would  not  be  included  as 
skilled  nursing  services.  If  a  patient  needs  a  variety  of  unskilled  services  on  a 
regular  daily  basis,  that  patient  could,  nonetheless,  be  considered  a  skilled  care 
patient  if  the  planning  and  overseeing  of  the  aggregate  of  the  unskilled  services 
required  regular  daily  involvement  of  skilled  personnel. 

Also  eligible  for  Medicare  SNF  coverage  are  patients  who  are  in  regular  need  of 
skilled  rehabilitation  services  (other  than  nursing)  which  are  essential  to  their 
recovery  following  a  hospital  stay  or  to  prevent  their  condition  from  worsening  and 
which,  as  a  practical  matter,  should  be  provided  in  an  institution.  The  recognition 
of  a  patient's  need  for  skilled  rehabilitative  services  as  a  basis  for  meeting  the  level 
of  care  requirement  is  intended  to  cover  situations  such  as  the  following:  (1)  non- 
ambulatory stroke  patients  who  need  daily  skilled  rehabilitative  services  such  as 
speech  therapy,  but  who  do  not  necessarily  need  skilled  nursing  services;  and  (2)  hip 
fracture  patients  who  need  daily  physical  therapy  services  after  the  fracture  has 
healed  to  the  weight-bearing  stage. 

B.     Program  Statistics;  Expenditures  and  Utilization 

Annual  expenditures  for  Medicare  SNF  care  are  small  relative  to  both  total  national 
nursing  home  expenditures  and  total  Medicare  expenditures.  In  1983,  for  example, 
Medicare  SNF  expenditures  of  $529  million  accounted  for  only  1.8  percent  of  total 
national  nursing  home  expenditures  (Table  1).  In  contrast,  Medicaid  spent  $12.4 
billion  on  nursing  home  care,  almost  half  (42.8    percent)  of  all  nursing  home 
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fgfete  2i  Medicare  Benefit  Expenditures:  Calendar  Year  1983 

Dollars  in  million  Percent  Distribution 

Hospital  care                                              $40,370  70.3% 

Physician  Services                                         13,395  23.3 
Other  Professional  Services 

(Including  Home  Health)                                   1,464  .  2.6 

Durable  Medical  Equipment                                  816  1.4 

SNF  Services                                                    529  0.9  ~* 

Other                                                              868  1.5 

Total                                                           $57,442  100.0% 


Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy. 
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Table  3:  Total  and  Per  Diem  Medicare  SNF  Pay  Beats: 
Calendar  Tears  1975-83 


Total  Payments 


Per  Diem  Payments     SNF  Market  Basket 


Expenditures  Percent 
(MiUions)  Change 


Percent 
A  mount  Change 


1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

1983  (est.) 


$278 
327 
362 
3^7 
368 
396 
M33 
468 
529 


17.6 
10.7 
M.I) 
6.1 
7.6 
9.3 
8.1 
13.0 


$31.31 
33.64 
37.59 
38.64 
43.60 
47.03 
51.67 
54.04 
56.75 


7.4 
11.7 
2.8 
12.8 
7.9 
9.9 
4.6 
5.0 


Percent 
Change 


7.3 
6.8 
8.8 
9.2 
9.9 
9.6 
7.4 
5.7 


Annual  Compound 
Rate  of  Growth 
1975-1983 


8.4 


7.7 


8.3 


Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy. 
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Tafcte  At  SNF  Medicare  Covered  Days:  Calendar  Years  1973-1983 


Calendar 
Year 


Covered 

Days 
(millions) 


Covered 
Days/1000 
Beneficiaries 


Covered 
Days/1000 
Aged 
Beneficiaries 


Covered 
Days/1000 
Disabled 
Beneficiaries 


1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

1983  (est.) 


8.63 
8.97 
8.88 
9.72 
9.63 
8.98 
8.44 
8.42 
8.38 
8.66 
9.32 


373.58 
377.76 
363.10 
387.18 
373.24 
338.18 
309.96 
302.32 
297.47 
301.10 
319.76 


398.70 
398.29 
385.26 
413.84 
399.59 
364.46 
333.98 
325.91 
321.72 
324.19 
342.76 


61.76 
144.28 
133.90 
132.93 
128.33 
113.56 
108.38 
103.39 
94.48 
96.89 
102.82 


Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy. 
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general  nursing  home  population.  The  mean  number  of  Medicare  covered  days  per 
admission  was  29.6  days  in  1980.  While  at  least  23  percent  of  Medicare  SNF 
admissions  stayed  beyond  the  Medicare  covered  days,  even  these  long-stay  indi- 
viduals had  an  average  length  of  stay  (36  days)  which  was  considerably  shorter  than 
that  of  the  general  nursing  home  population  (456  days).  A  review  of  the  LOS 
distribution  of  Medicare  covered  days  indicates  that  50  percent  of  the  admissions 
have  less  than  21  days  of  covered  care  (Table  5).  The  percentage  of  admissions  then 
declines  fairly  steadily  between  21  and  90  days  of  covered  care.  In  the  final  interval 
of  91-100  covered  days  in  the  Table,  the  percentage  rises  slightly  to  6.3  percent  of 
the  total  admissions.  This  last  interval  of  91-100  days  accounted  for  18.5  percent  of 
all  covered  days. 

C.     Current  Medicare  SNF  Reimbursement  Policy 

Skilled  nursing  facilities,  like  hospitals  prior  to  prospective  payment,  are  reimbursed 
on  the  basis  of  reasonable  costs  actually  incurred  and  then  subject  to  limits. 
Medicare's  final  payment  to  a  SNF  is  determined  only  after  a  SNF  has  itemized  its 
costs  for  a  full  year  on  a  Medicare  cost  report.  Fundamentally,  the  method  used  to 
arrive  at  the  Medicare  payment  to  a  SNF  consists  of  determining  (1)  the  SNF's  total 
of  the  types  of  costs  which  Medicare  allows,  (2)  what  share  of  this  total  is 
attributable  to  Medicare  patients,  and  (3)  whether  the  resultant  amount  is  "reason- 
able". Approximately  35  percent  of  all  participating  SNFs  have  their  reimbursement 
constrained  by  the  limits.  For  these  facilities  and  those  approaching  the  cost  limits, 
the  current  system  rewards  providers  who  serve  light  care  patients  because  their 
higher  costs  for  treating  heavy  care  patients  are  not  recognized  in  the  flat  rate  per 
day  retrospective  reimbursement  limit  system  currently  in  effect.  In  addition, 
facilities  whose  costs  are  below  the  limits  receive  only  their  costs  and  so,  in  effect, 
are  penalized  for  any  efficiencies. 
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Table  5:  Distribution  of  Medicare  Stay§ 
by  Covered  Days  of  Care:  Calendar  Year  1980 


Distribution 

Days  of  Stays 

I-  10  25.8% 

II-  20  24.4 
21-30  15.6 
31-40  9.6 
41-50  6.4 
51-60  4.4 
61-70  3.2 
71-80  2.5 
81-90  1.8 
91-100  6.3 

Total  100.0% 


Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy. 
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The  amount  that  Medicare  will  pay  to  a  facility,  based  on  its  reported  costs,  is 
determined  through  a  process  of  cost  allocation  and  cost  apportionment.  Essen- 
tially, the  costs  of  a  SNF's  non-revenue  producing  cost  centers,  or  overhead  costs 
(e.g.,  depreciation  and  housekeeping)  are  allocated  to  the  SNF's  direct  or  revenue- 
producing  cost  centers  (nursing  services,  lab,  therapies,  etc.).  The  overhead  costs 
are  allocated  on  the  basis  of  an  accounting  methodology  known  as  "step  down"  or 
some  other  method  agreed  upon  by  HCFA  and  the  facility.  For  example, 
depreciation  might  be  allocated  based  on  the  relative  proportion  of  square  feet  in 
each  department,  and  housekeeping  might  be  based  on  hours  of  service. 

After  the  allowable  direct  and  indirect  costs  of  the  revenue-producing  cost  centers 
are  determined,  these  costs  are  then  apportioned  between  Medicare  and  other  users 
of  the  institution.  In  the  case  of  routine  services  (i.e.,  room,  board,  and  nursing), 
total  allowable  routine  costs  are  divided  by  total  inpatient  days  of  care  to  determine 
a  per  diem  rate.  Medicare  then  reimburses  the  SNF  for  the  number  of  days  used  by 
Medicare  beneficiaries.  It  is,  there fore^assumedw that  the  routine  costs  associated 
with  Medicare  patients  are  the  same  as#i6se  for  non-Medicare  patients.  Research 
completed  for  this  report  produces  data  that  create  serious  doubts  about  the 
accuracy  of  that  assumptions 

For  ancillary  services  costs  are  apportioned  on  a  ratio  of  Medicare  charges  to  all 
charges  applied  to  costs  (RCCAC)  basis.  A  ratio  for  Medicare  charges  to  total 
charges  (RCC)  is  determined  for  each  ancillary  cost  center  (e.g.,  drugs,  radiology, 
laboratory,  and  physical,  occupational,  and  speech  therapies).  This  ratio  is  applied 
to  the  total  allowable  costs  (AC)  accumulated  in  the  center  during  the  past  fiscal 
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year  to  arrive  at  Medicare's  share  of  the  allowable  cost  from  each  center.  Medicare 
reimbursement  to  a  SNF  generally  includes  all  ancillary  services.  An  exception  to 
this  is  where  Part  B  payments  are  made  directly  to  the  beneficiary  or  an  outside 
supplier  (e.g.,  outpatient  physical  therapy  supplier)  if  the  services  are  not  furnished 
directly  by  the  SNF  or  "under  arrangement"  to  a  SNF  inpatient  (i.e.,  supplied  by  an 
outside  supplier  but  billed  to  the  SNF). 

2.      Cost  Limits 

Section  1861(v)(l)  of  the  Social  Security  Act,  widely  known  as  section  223  of  the 
Social  Security  Amendments  of  1972,  authorizes  the  Secretary  to  set  limits  on 
allowable  costs  that  will  be  reimbursed  under  Medicare.  These  limits  are  to  be 
based  on  estimates  of  the  expenses  for  the  efficient  delivery  of  needed  health 
services.  Under  this  authority,  HCFA  has  published  limits  on  SNF  per  diem 
inpatient  routine  costs  since  1979.  The  limits  are  currently  set  at  112  percent  of 
the  average  costs  of  urban  and  rural  freestanding  facilities.  Wage-related  costs  are 
adjusted  by  the  Bureau  of  Labor  Statistics  (BLS)  geographic  area  hospital  wage 
index.  Capital-related  and  ancillary  costs  are  excluded  from  the  cost  limits. 

Prior  to  TEFRA,  separate  limits  were  established  for  hospital-based  and  freestand- 
ing facilities,  with  the  hospital-based  facilities  having  much  higher  limits.  Section 
102  of  TEFRA  eliminated  these  dual  limits,  establishing  single  limits  based  on  the 
costs  of  freestanding  facilities  subject  to  such  adjustments  as  the  Secretary  deems 
appropriate.  The  only  routinely  made  adjustment  was  an  "add-on"  to  account  for 
certain  higher  costs  of  hospital-based  facilities  that  are  attributable  to  the 
Medicare  cost  allocation  procedures.  Section  605  of  the  Social  Security  Amend- 
ments of  1983  (P.L.  98-21)  postponed  the  effective  date  of  TEFRA's  single  limit 
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provision  from  October  1,  1982,  to  October  1,  1983.  Section  2319  of  the  Deficit 
Reduction  Act  of  1984  (P.L.  98-369)  made  some  further  modifications.  For  cost 
reporting  periods  beginning  on  or  after  July  1,  1984,  separate  limits  will  continue  to 
be  established  for  freestanding  facilities  in  urban  and  rural  areas  at  112  percent  of 
the  mean  operating  costs  of  urban  and  rural  freestanding  facilities,  respectively. 
Limits  for  urban  or  rural  hospital-based  facilities  will  be  set  at  the  appropriate 
freestanding  facility  limit  plus  50  percent  of  the  difference  between  the  free- 
standing facility  limit  and  112  percent  of  mean  operating  costs  for  hospital-based 
facilities.  In  addition,  cost  differences  between  hospital-based  and  freestanding 
facilities  attributable  to  excess  overhead  allocations  resulting  from  Medicare 
reimbursement  principles  will  be  recognized  as  an  add-on  to  the  limit  for  hospital- 
based  SNFs.  Adjustments  will  be  made  to  take  account  of  differences  in  wage  levels 
prevailing  in  a  facility's  area.  Exceptions  may  be  granted  based  upon  case  mix  or 
circumstances  beyond  the  control  of  either  a  freestanding  or  hospital-based  facility. 

3.      Capital  Reimbursement  Policies 

Medicare  reimburses  for  capital  on  a  reasonable  cost  basis.  Capital  reimbursement 
includes  payments  for  depreciation,  interest,  and  a  return  on  equity  capital. 

Depreciation.  Medicare  pays  depreciation  on  buildings  and  equipment  used  in  the 
provision  of  patient  care.  Depreciation  payments  are  calculated  based  on  the 
owner's  historical  cost  of  the  asset  and  its  estimated  useful  life.  To  encourage 
providers  to  set  aside  funds  for  asset  replacement,  interest  earned  on  funded 
depreciation  accounts  is  not  offset  against  allowable  interest  expense. 
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Re valuation  of  Assets.  When  a  nursing  home  is  sold  in  an  arms-length  transaction, 
the  basis  for  depreciation  payments  to  the  new  owner  under  Medicare  are  subject  to 
provisions  regarding  revaluation  of  assets.  As  of  July  18,  1984,  Section  2314  of  the 
Deficit  Reduction  Act  of  1984  (P.L.  98-369)  amended  the  Medicare  statute 
concerning  those  capital-related  costs  of  hospitals  and  SNFs  associated  with 
revaluation  of  assets.  This  newly  enacted  provision  on  revaluation  of  assets 
restricts  reimbursement  for  capital  upon  the  change  of  ownership  of  a  hospital  or 
skilled  nursing  facility  (SNF)  to  the  lesser  of  the  cost  under  Medicare  to  the  owner 
of  record  on  enactment  (or,  if  later,  the  first  owner  of  record)  or  the  purchase  price, 
thereby  eliminating  upward  revaluation.  Costs  of  legal  fees,  negotiation,  or 
settlement  of  the  sale  are  not  reimbursable.  The  Secretary  is  required  to  take  into 
account  the  limit  on  revaluation  when  establishing  reimbursable  rental  charges  in 
sale  and  leaseback  agreements.  The  recapture  of  depreciation  up  to  the  full  value 
of  the  initial  asset  under  Medicare  is  required. 

Interest.  Medicare  reimburses  for  "necessary"  and  "proper"  interest  expense  in- 
curred to  finance  an  asset  related  to  patient  care.  Investment  income  earned  by  the 
SNF  is  used  to  offset  allowable  interest  expenses  except  when  the  income  is  from  a 
provider's  funded  depreciation  account,  qualified  pension  funds,  or  invested  gifts, 
grants,  and  endowments,  which  are  kept  separate  from  other  funds. 

Equity  Capital.  Equity  capital  is  capital,  excluding  borrowing,  which  is  invested  in 
an  enterprise.  Medicare  provides  a  return  on  equity  capital  to  proprietary  providers. 
The  rate  of  return  is  equal  to  one  and  one-half  times  the  average  of  the  rate  of 
interest  on  special  issues  of  public  debt  obligations  issued  to  the  Part  A  Trust  Fund. 
The  rate  of  return  for  the  period  October  1,  1982  -  September  30,  1983  was  16.359 
percent. 
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4.      Reporting  Requirements 

SNFs  are  required  to  file  relevant  portions  of  the  Medicare  cost  report  that  are  also 
used  for  acute  hospitals  (Form  2552).  The  cost  report  is  designed  to  identify 
allowable  costs  related  to  patient  care,  allocate  these .  costs  among  the  various 
activities  of  the  facility  (cost-finding),  and  determine  Medicare's  share  of  the 
home's  allowable  costs  (cost  apportionment).  Much  of  the  detail  in  the  Medicare 
cost  report  can  be  attributed  to  cost-finding  and  the  need  to  carve  out  capital 
related  costs  in  order  to  apply  the  section  223  cost  limits. 

D.     How  Medicaid  Reimbursement  Compares  with  Medicare  Reimbursement 

Medicaid  rather  than  Medicare  is  by  far  the  largest  source  of  funding  for  nursing 
home  care,  public  or  private.  Medicaid  accounts  for  50  percent  of  all  nursing  home 
expenditures  (public  and  private);  Medicare  accounts  for  2  percent.  Thus,  most 
facilities  are  probably  more  responsive  to  the  incentives  created  by  the  State 
Medicaid  reimbursement  systems  than  the  Medicare  reimbursement  system. 

States  have  great  flexibility  in  how  they  set  Medicaid  rates  for  skilled  nursing 
facilities  and  States  may  use  any  methodology  they  wish  so  long  as  they  comply  with 
section  1902(a)(13)(A)  of  the  Social  Security  Act  which  requires  that  rates  be 
"reasonable  and  adequate  to  meet  the  costs  which  must  be  incurred  by  efficiently 
and  economically  operated  facilities  in  order  to  provide  care  and  services  in 
conformity  with  applicable  State  and  Federal  laws,  regulations,  and  quality  and 
safety  standards."  Most  States  base  their  definition  of  allowable  costs  in  part  on 
Medicare  principles,  but  they  generally  require  less  detailed  cost  reports  (in  some 
cases  without  cost-finding).    Current  law  and  regulations  require  all  States  to 
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periodically  audit  facility  costs.  With  the-  exception  of  a  few  States  that  pay  flat 
rates  to  all  facilities  within  a  class,  the  results  of  these  audits  generally  trigger 
adjustments  to  the  rates.  % State  Medicaid  programs  generally  pay  less  for  skilled 
nursing  facility  services  than  Medicare.  (See  Table  6) 

There  are  four  basic  categories  of  reimbursement  methodologies:  facility  specific 
retrospective  rates,  facility  specific  prospective  rates,  flat  class  prospective  rates, 
and  combination  systems.  Table  7  presents  State-by-State  information  on  Medicaid 
nursing  home  payment  methods.  Appendix  n  presents  this  information  in  greater 
detail.  As  of  December  31,  1983,  only  ten  States  employed  retrospective  facility 
specific  payment  systems  similar  to  Medicare's  for  SNFs.  Thirty-one  States  set  a 
facility  specific  prospective  rate  by  adjusting  a  prior  period's  costs  to  reflect 
inflation  up  through  the  end  of  the  rate  period  for  SNFs.  Six  set  a  uniform 
prospective  rate  for  all  facilities  in  the  same  class  (e.g.,  all  SNFs).  In  each 
class,  providers'  costs  per  diem  are  arrayed  from  the  lowest  to  the  highest  and  then 
given  an  allowance  for  inflation  to  project  such  costs  into  a  rate  setting  period.  A 
level  of  cost  (e.g.,  the  90th  percentile  of  these  arrayed  per  diem  costs)  is  then 
selected  to  become  the  prospective  class  rate.  This  rate  is  then  paid  to  all 
facilities  in  that  class.  Generally,  uniform  class  rates  are  prospectively 
determined  and  are  not  subject  to  a  retroactive  adjustment.  Three  States 
employed  combination  methods  that  combine  features  of  the  above  systems  for 
SNFs. 

In  addition,  four  States  (Illinois,  Ohio,  West  Virginia,  and  Maryland)  have  developed 
payment  systems  that  adjust  reimbursement  according  to  patient  population  cost 
characteristics.  The  aim  is  to  provide  higher  reimbursement  for  patients  who 
require  more  costly  special  services  or  greater  than  average  nursing  staff  time,  so 
that  patients  requiring  more  care  will  not  be  rejected  by  nursing  homes  and  remain 
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'  TABLE  6 

CQMTAR1S0N  OF  AMIRAGE  MVJHCARE  AND  MEDICAID  • 
 SNT  RVTES.  FY  3981  


State 


A. 

Medicare 
Total 
Per  Diem 
Cost  1/2/ 


B. 

Medicare 
Routine 
Per  Diem 
Cost  1/ 


C. 

Medicaid 
Per  Diem 
Rate 


D. 

Type  3/  of 
Service  Included 
in  Medicaid 
Rate 


E. 

Medicare 
Per  Diem  as 
Percentage  c 
Medicaid  Per 


U.S.  Average 

S  52.15 

$  46.76 

$41.66 

Alabama 
Alaska  10/ 
Arizona 
Arkansas  10/ 
California 

t  31.84 
108.73 
58.11 
34.51 
49.04 

$  30.76 
104.65 
51.23 
31.22 
43.55 

30.79  4/ 
97.39  1/ 

2S.53 
36.10 

3 
1 

2 
3 

99.91  (B) 
120. 61  (VI 

Colorado  45.22 
Connecticut  43.84 
Delaware       in/  41.32 
Dist.  of  Col  42.'  71.23 
norida  46.17 

39.16 
42.42 
37.93 
59.53 
38.90 

26.73 
41.49 
44.28 
65.90 

2 
2 
2 
3 
2 

157.44  (A) 
105.71  (A) 
93.31  (A) 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 


49.62 
93.77 
41.68 
60.84 
53.41 


43.06 
77.76 
39.91 
49.53 

..43.00 


28.63 
71.56 

33.12  $r 

32.60  ~ 


173.31  (A) 

131.01  (A) 

125.81  (A) 

151.91  (B) 


Iowa 
Kansas 
Kentucky 
Louisiana  10/ 
Maine 


77.00 
67.50 
53.75 
62.45 
73.54 


60.44 
S6.34 
44.94 
52.42 
63.35 


35.62 

27.80 

42.74 

31.85 

61.15 

36.14  6/ 

41.06  ~ 

35.56 

44.81 

28.79 

■3733  

36.75 
38.22 
40.25 


169.71  (B) 

242. 8 i  (A) 

105.11  (B) 

103.61  fBI 


Maryland 

Massachusetts 

Michigan 

Minnesota 

Mi  ssissipni  10/ 

Missouri 

Montana 

Nebraska 

Nevada 

NewJLarooshire  

New  Jersey" 
New  Mexico  10/ 
New  York 
No.  Carolina 
Xo.  Dakota 


45.33 
50.85 
45.75 
68.80 
95.21 


TTiT 

47.23 
42.19 
57.46 
83.95 
"STT3T" 
42.82 
45.58 
57.75 
58.19 


12S.41  (A) 

115.01  (B) 

118.61  (B) 

128.21  CB) 


69.39 
44.86 
49.93 
66.23 
68.25 


Ohio 

Oklahoma  7/  10/ 
Oregon  — 
Pennsylvania 
Puerto  Rico  10/ 


53.05 
78.09 
67.52 
44.17 
45.76 
"41733- 
115.12 
54.43 
48.42 
92.51 


49789 
70.10 
64.37 
40.73 
41.34 
"41757- 
85.25 
46.40 
43.84 
72.77 


"33713- 
66.31 
67.63 
41.40 
36.33 


"33755" 
26.00 
39.79 


149.01  (B) 

116.51  (B) 

119.31  (B) 

143.51  (B) 


108.21  (B) 

99.81  (A) 

106.71  (A) 

126.01  fAl 

117.61  (A) 


116.61  (B) 


Rhode  Island 
So.  Carolina  7/ 
So.  Dakota  Iff/ 
Tennessee 


49.59 
42.02 
47.20 
48.92 
49.90 


46.94 
40.29 
41.60 
42.19 
4S.13 


T773I  

44.25 
26.36 
40.50  9/ 
33.65 


104.81 
95.01 


120.81  (A) 


Utah 

62.59 

50.-22 

39.32 

3 

127.71 

(B) 

Vermont 

52.35 

47.84 

47.77 

2 

109.61 

(A) 

Virginia 

58.77 

50.14 

51.26 

2  " 

114.71 

(A) 

Washington 

50.91 

44.63 

34.37 

3 

129.91 

(B) 

West  Virginia 

50.39 

46.45 

36.80  3/ 

•  2 

-CA) 

Wisconsin 

53.99 

47.32 

42.06 

1 

128.51 

(A) 

Wyoming 

33.71 

2 

1/  Except  where  noted  otherwise,  Medicare  reported  cost  data  are  adjusted  to  correspond  to 
the  State  fiscal  year. 

2/  Medicare  ancillary  cost  per  diem  component  was  estimated  using  total  ancillary  cost  divid 
total  patient  days.  Based  on  previous  analyses,  this  approach  understates  the  actual  Med 
reimbursement  level  for  ancillary  costs,  which  is  determined  on  an  RCCAC  basis. 

3/  Codes:  1.  All  inclusive  rate 

2.  All  inclusive  less  prescribed  drugs. 

3.  Routine  services  only  (may  include  non-legend  drugs,  medical  supplies,  IME). 

4.  Routine  services  plus  prescribed  drugs. 

4/  Combined  SNF  and  ICF  rate.      5/    Dual  facility  rate.       6/  Comprehensive  Care  Facility  ra 
7/  Medicare  data  adjusted  to  FYE~9-30-81;  Medicaid  rate  is  CY  1981. 
1/  Medicare  data  adjusted  to  FYE  9-30-81;  Medicaid  rate  is  FYE  8-31-81 

97  Per  diem  rate  is  capped  atJ28.60  for  nursing  homes  providing  physical  or  occupational  the 
Iff/  Less  than  10  Medicare  SNTs  reported  cost  data. 

SOURCE:  Medicare  SNT  Cost  Limits  Data  File.    Medicaid  Propram  Characteristics  Sumwrv  Tables 
Vol.  I ..  April  1982  Draft  (w/rev<s1ons  by  La  Jolla  Manaqenent  Corp.    .lune  JS82). 
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Table  It  Medicaid  SNF  Reimbursement  Systems 
as  of  August  29,  1984 


Reimbursement  System 


Prospective        Retrospective  Prospective 
Facility  Facility  Class 

State  Specific  Specific  Rates  Combination 


Alabama  x  - 

Alaska  x  - 

-  Arkansas  -  x 

California  -  x 

Colorado  x  - 

Connecticut  x  - 

Delaware  x  - 

Dist  Columbia  x  - 

Florida  x  - 

Georgia  x  - 

Hawaii  x  - 

Idaho  x  - 

Illinois  x  - 

Indiana  x  - 

Iowa  x  - 

Kansas  .  x 

Kentucky  x  - 

Louisiana  -  x  - 

Maine  x  - 

Maryland  x  -  - 

Massachusetts  x  - 

Michigan  x 

Minnesota  x  - 

Mississippi  x  - 

Missouri  x  - 

Montana  x  - 

Nebraska  x  -  -  - 

Nevada  -  -  -  x 

New  Hampshire  -  x  - 

New  Jersey  x  - 

New  Mexico  x  - 

New  York  x 

N  Carolina  x  - 

N  Dakota  -  -  x 

Ohio  -  x 


-38- 


?€&l§  Is  M§4imld  SNF  Reimbursement  Systems 
asof  August  29,  1984  .(Cont'd) 


 Reimbursement  System 

Prospective        Retrospective  Prospective 


Facility 

Facility 

uiass- 

State 

Specific 

Specific 

Rates 

Combination 

Oklahoma 

X 

- 

Oregon 

x 

Ppnncvtvonin 

x 

Rhode  Inland 

x 

S  Carolina 

x 

_ 

_ 

_ 

S  Dakota 

X 

— 

Tennessee 

X 

Texas 

X 

Utah 

X 

Vermont 

X 

Virginia 

X 

Washington 

X 

W  Virginia 

X 

Wisconsin6/30 

X 

Wyoming 

X 

Total  States 

31 

10 

6 

3 

Source:  Health  Care  Financing  Administration,  Bureau  of  Eligibility,  Reimbursement, 
and  Coverage 
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backed-up  in  hospitals  awaiting  nursing  home  placement.  In  general,  each  state 
uses  15  to  20  case  mix  "standards"  as  the  basis  of  its  casemix  reimbursement 
system.  Each  standard  represents  an  area  of  patient  care,  such  as  personal 
hygiene,  bathing,  or  medications.  The  level  of  resources  required  to  provide  the 
appropriate  care  under  each  standard,  however,  differs  according  to  the  patient's 
condition.  Thus,  in  these  systems,  each  standard  is  first  generally  defined, 
followed  by  the  delineation  of  two  or  more  levels  of  care  which  indicate 
hierachical  differences  in  the  patient's  need  for  services  or  assistance  as  covered 
by  that  standard.  The  first  level  always  indicates  no  service  being  needed,  and 
successive  levels  indicate  progressively  higher  levels  of  service  need  and,  hence,  of 
resource  consuption.  All  of  the  states  require  that  the  medical  record  or  patient 
chart  provide  written  documentation  that  the  service  was  needed  and  provided,  if 
the  facility  is  to  be  reimbursed  for  delivering  a  particular  service  (Foley  et  al., 
1984).  Table  8  shows  the  case-mix  standards  used  in  the  Ohio,  West  Virginia  and 
Maryland  case-mix  reimbursement  systems. 

Most  State  Medicaid  systems  also  provide  opportunities  for  profit  in  the  form  of  a 
return  on  equity  (32  States)  investment  factor  (4  States),  or  efficiency  incentives 
(32  States).  Efficiency  incentives  typically  take  the  form  of  allowing  facilities 
some  percentage  of  the  difference  between  their  costs  and  rate  ceilings.  (See 
Appendix  n  for  additional  state  by  state  information.) 

E.  Summary 

The  purpose  of  the  Medicare  skilled  nursing  facility  benefit  is  to  provide  short- 
term  (no  more  than  100  days)  post-acute  care  for  persons  needing  skilled  nursing  or 
rehabilitative  services  in  an  inpatient  setting.    The  intent  of  the  benefit  is  to 
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Standards  Used  for  Case  Mix  Reimbursement  In  West  Virginia, 
Ohio,  and. Mary  I  and. 


WEST  VIRGINIA 

Behavioral /Mental  Status 
Personal  Hygiene8 

Eating 
Mobility 
Incontinence 
Catheters 


Dressings 

Medications 
Injections 

Appl fences 


Enemas  or  Douches 

Suet  ioning/Trecheostomy 

Oxygen  end/or  IPPB 

Colostomy,  I leostomy,  or 
Ureterostomy 

Intravenous  end  Sub- 
cutaneous Fluids 


OHIO 

Behavioral /Mental  Status 
Personal  Hygiene8 

Eating 
Mobl llty 

Incontinence/Catheters 


Dressings  and  Non- 
Routine  Skin  Care 
Medications 
Injections 

Appliances 

Enemas  or  Douches 
Suctioning/Tracheostomy 

Oxygen  and/or  Aerosol 
Therapy 

Colostomy,  I leostomy, 
or  Ureterostomy 

Intravenous  end  Sub- 
cutaneous Fluids 

Habl  I  ltation*> 

Specialized  Services0 

Physical  Therapyc 

Occupational  Therepyc 

Speech  end/or  Audiologyc 

Psychological0 


MARYLAND 


Bathing* 
Dressing* 
Eating* 
Mobility* 
Cont tnence* 


Turning  end 
Positioning* 
Tube  Feed1nge 
Decubitus  Caree 


Single  Injections 
Multiple  Injections 


Restraints 

Suet  ionlng/ 

Tracheostomy 
Oxygen/Aerosol 


I V/Subcutaneous 


8lncludes  bathing,  dressing,  hair  care,  nail  cere,  shaving,  and 
dental  care* 

^Determines  the  .need  for  physical  end/or  psychosocial  rehabilita- 
tion therapies. 

cSpeclflc  physical  end  psychosocial  therapies. 

*M)LS  utilized  to  categorize  patients  into  light,  moderate  or 
heavy  oere  classifications  (discussed  In  Section  II. C). 

•Special  services  utilized  to  categorize  patients  Into  a  heavy 
special  care  classification  (discussed  In  Section  11. C). 


If  Crt'nrZ*  SI:i!SS?n!  6t  *V  I984  <March^  (Center  for  Health  Services  Research,  University 
llAll    tlSt  Ith  S?1ences  Center»  Denver'  Colorado).  An  Analysis  of  Long-Term  Care  Payment 

in  West'viraini^ >a?Z-  CaS!  uiX  Mea*ures  and  Medicaid  Nursing  Home  Payment  Rate  Determination 
in  west  Virginia,  Ohio  and  Maryland. 
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encourage  the  use  of  skilled  nursing  facilities  as  a  lower  cost  alternative  to 
extended  hospital  stays,  where  medically  appropriate.  Because  of  the  limited 
nature  of  the  SNF  benefit,  the  $529  million  spent  on  Medicare  SNF  services  in 
calendar  year  1983  accounted  for  less  than  one  percent  of  total  Medicare 
expenditures  and  slightly  less  than  two  percent  of  total  national  nursing  home 
expenditures.  The  rate  of  expenditure  growth  for  Medicare  SNF  services  since 
1975  had  been  well  below  the  expenditure  growth  rate  for  other  Medicare  services 
such  as  inpatient  hospital  services.  It  has  closely  paralleled  the  SNF  marketbasket 
index,  a  measure  of  the  cost  of  input  prices  (e.g.,  food,  utilities,  nursing  wages) 
necessary  to  produce  a  day  of  nursing  home  care.  Since  1982,  however, 
expenditures  have  grown  more  rapidly:  from  1981  to  1982  expenditures  growth 
outpaced  marketbasket  increases  by  10  percent  and  from  1982  to  1983  SNF 
expenditures  increased  128  percent  over  the  marketbasket  index.  Since  per  diem 
changes  in  these  recent  years  have  been  under  marketbasket,  these  increases  in 
total  expenditures  reflect  increases  in  the  number  of  SNF  covered  days.  Currently, 
reimbursement  for  Medicare  skilled  nursing  facility  services  is  on  a  retrospective, 
reasonable  cost  basis,  although  upper  limits  on  reimbursable  costs  are  applied.  In 
contrast,  most  State  Medicaid  programs  reimburse  skilled  nursing  facilities  on  a 
prospective  payment  basis. 
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CHAPTER  H 

STATISTICS  ON  THE  FACILITIES  IN  THE  MEDICARE  SNF  PROGRAM 

This  chapter  describes  the  characteristics  of  the  facilities  participating  in  the 
Medicare  SNF  program.  The  first  section  describes  the  number  and  distribution  of 
these  facilities  in  terms  of  ownership,  location,  and  utilization.  The  second  section 
presents  the  costs  of  these  facilities  in  terms  of  major  cost  centers  and  variations 
in  costs  by  facility  characteristics. 

The  following  data  on  the  facilities  participating  in  the  Medicare  SNF  program  are 
derived  from  the  1980  cost  reports,  which  form  the  basis  for  the  1983  section  223 
cost  limits.  The  reports  include  the  costs  of  3,492  facilities  out  of  4,900 
participating  in  Medicare.  Facilities  that  do  not  submit  cost  reports  include  those 
with  very  small  Medicare  revenues,  those  which  have  changed  ownership, 
decertified  facilities,  and  new  participants  in  the  program.  The  reporting  facilities 
include  about  seven-eighths  of  Medicare  patient  days.  The  cost  tables  presented 
below  show  1980  costs  inflated  by  the  SNF  market  basket  to  a  mid-FY  1983  level. 

A.     Facility  Characteristics 

Table  9  presents  the  distribution  of  facilities  participating  in  Medicare,  beds,  and 
patient  days  by  type  of  ownership  and  type  of  facility.  Proprietary  (for-profit) 
nursing  homes  are  a  significant  majority  of  facilities  filing  Medicare  cost  reports. 
Nonprofit  and  government  facilities  combined  account  for  about  one-third  of  all 
facilities.  Hospital-based  facilities  tend  to  provide  a  greater  proportion  of 
Medicare  patients  days  than  freestanding  facilities.  While  only  500  to  600  of  the 
nearly  7,000  acute  care  hospitals  have  hospital-based  SNFs,  they  account  for 
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about  20  percent  of  Medicare  patient  days  but  comprise  only  10  percent  of 
Medicare  certified  beds  and  14  percent  of  facilities.  The  proportion  of  total 
patient  days  and  Medicare  patient  days  provided  by  each  of  the  ownership 
(proprietary,  nonprofit,  and  government)  groups  corresponds  to  their  proportion  of 
total  facilities  and  beds. 

The  SNFs  participating  in  Medicare  are  concentrated  in  relatively  few  States.  For 
example,  New  York  and  California  account  for  almost  30  percent  of  all 
participating  facilities  (Table  10).  Medicare  certified  beds  and  Medicare  patient 
days  are  similarly  concentrated  in  relatively  few  States.  For  example,  six  States 
(California,  New  York,  Pennsylvania,  Ohio,  Michigan,  and  Florida)  account  for 
about  half  of  total  Medicare  patient  days,  while  the  Medicare  population  in  these 
six  states  compose  37  percent  of  the  national  Medicare  population. 

By  geographic  location,  approximately  75  percent  of  facilities  are  in  urban  areas 
where  freestanding  facilities  outnumber  hospital-based  ones  by  approximately  ten 
to  one  (Table  11).  In  the  rural  areas,  freestanding  facilities  are  only  three  times  as 
prevalent  as  hospital-based  facilities.  A  large  majority  (67  percent)  of  facilities 
are  urban  and  freestanding.  The  hospital-based  facilities  are  evenly  divided 
between  rural  and  urban  areas.  Thus,  while  the  image  of  a  hospital-based  SNF  is 
that  of  a  unit  in  a  large,  urban  hospital,  fully  half  of  all  of  these  facilities  are 
located  in  rural  areas.  Both  types  of  facilities  have  high  occupancy  rates. 
Occupancy  rates  are  higher  in  freestanding  facilities  (93  percent)  than  in  hospital- 
based  facilities  (86  percent)  with  effectively  no  difference  between  urban  and  rural 
facilities. 

The  facilities  participating  in  the  Medicare  SNF  program  vary  dramatically  in  the 
number  of  Medicare  patients  they  serve  (Table  12).  Most  facilities  supply  very  few 
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Table  1G> 

Number  of  Medicare  Skilled  Nursing  Facilities, 
Beds,  and  Patient  Days,  By  State:    FY  1980 


Number 


State 

Mumper  or 
Facil ities 

Percent 

OZ   lota  J. 

Number 
of  Beds 

Percent 
of  Total 

of  Medicare 
Patient  Days 

Percent 
of  Total 

California 

585 

16.75 

48 

,802 

17.62 

780, 

268 

10.60 

New  York 

396 

11.34 

54 

,115 

19.54 

573, 

834 

7.80 

Pennsylvania 

264 

7.56 

25 

,  169 

9.09 

668 , 

575 

9.08 

Ohio 

228 

6.53 

19 

,565 

7.06 

616, 

322 

8.37 

Michigan 

200 

5.73 

20 

,006 

7.22 

437, 

834 

5.95 

Florida 

152 

4.35 

a 
o 

,  tJ2o 

3.19 

639, 

"J  Oft 

8.69 

Alabama 

130 

3.72 

9 

,527 

3.44 

175, 

853 

2.39 

Illinois 

118 

3.38 

4 

,735 

1.71 

461, 

213 

6.27 

North  Carolina 

106 

3.04 

o 

,037 

2.18 

232, 

052 

3.15 

New  Jersey 

97 

2.78 

8 

,963 

3.24 

273, 

122 

3.71 

Connecticut 

93 

2.66 

10 

,207 

3.69 

54, 

546 

0.74 

Washington 

72 

2.06 

1 

,954 

0.71 

116, 

539 

1.58 

Kentucky 

70 

2.00 

3 

,007 

1.09 

207, 

362 

2.82 

Indiana 

69 

1.98 

4 

,269 

1.54 

162, 

984 

2.21 

Massachusetts 

67 

1.92 

3 

,995 

1.44 

104, 

828 

1.42 

Maryland 

57 

1.63 

0 

,099 

2.20 

1 1 1 
1Z3, 

1  Jo 

1.67 

South  Carolina 

56 

1.60 

,727 

1.71 

86, 

ii  * 
Jl  J 

1.17 

Minnesota 

54 

1.55 

2 

,728 

0.98 

53, 

808 

0.73 

Wisconsin 

50 

1.43 

2 

,883 

1.04 

85, 

toe 
063 

1.16 

Montana 

47 

1.35 

1 

,953 

0.71 

34, 

681 

0.47 

Tennessee 

47 

1.35 

2 

,865 

1.03 

165, 

372 

2.25 

Virginia 

44 

1.26 

1 

,659 

0.60 

140, 

712 

1.91 

Oregon 

42 

1.20 

1 

,463 

0.53 

128, 

754 

1.75 

Missouri 

31 

0.89 

1 

,735 

0.63 

140, 

047 

1.90 

Georgia 

30 

0.86 

2 

,928 

1.06 

73, 

059 

0.99 

Rhode  Island 

30 

0.86 

1 

,169 

0.42 

63, 

615 

0.86 

Texas 

29 

0.83 

1 

,762 

0.64 

103, 

051 

1.40 

Colorado 

28 

0.80 

1 

,447 

0.52 

0.49 

North  Dakota 

27 

0.77 

1 

,  OOl 

0.60 

El 

51, 

0.70 

West  Virginia 

27 

0.77 

2 

,125 

0.77 

34, 

270 

0.47 

Idaho 

25 

0.72 

1 

,038 

0.37 

13» 

603 

0.18 

New  Hampshire 

24 

0.69 

659 

0.24 

45, 

848 

0.62 

Hawaii 

20 

0.57 

1 

,295 

0.47 

42, 

868 

0.58 

Iowa 

20 

0.57 

571 

0.21 

74, 

052 

1.01 

Kansas 

17 

0.49 

562 

0.20 

23, 

686 

0.32 

Otah 

17 

0.49 

496 

0.18 

32, 

296 

0.44 

Arizona 

15 

0.43 

527 

0.19 

53, 

568 

0.73 

Nevada 

1  e 
LJ 

0.43 

o  c  c 

0.09 

zu, 

246 

0.28  ' 

Maine 

14 

0.40 

359 

0.13 

22, 

905 

o!31 

Vermont 

14 

0.40 

576 

0.21 

15, 

069 

0.2.0 

Delaware 

12 

0.34 

839 

0.30 

19, 

199 

0.26 

Nebraska 

12 

0.34 

611 

0.22 

28, 

466 

0.39 

Louisiana 

9 

0.26 

1 

,252 

0.45 

30, 

970 

0.42 

Oklahoma 

8 

0.23 

411 

.  0.15 

50, 

219 

0.68 

Mississippi 

5 

0.14 

101 

0.04 

5, 

941 

0.08 

South  Dakota 

5 

0.14 

224 

0.08 

11. 

166 

0.15 

New  Mexico 

4 

0.11 

214 

0.08 

9, 

435 

0.13 

Alaska 

3 

0.09 

107 

0.04 

286 

0.00 

Puerto  Rico 

3 

0.09 

152 

0.05 

18, 

081 

0.25 

Arkansas 

2 

0.06 

128 

0.05 

10, 

020 

0.14 

District  of  Columbia 

2 

0.06 

228 

0.08 

6, 

435 

0.09 

TOTAL 

3,492 

100.00 

276 

,986 

100.00 

7,359, 

135 

100.00 

Source:     Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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Medicare  days;  a  few  facilities  provide  a  disproportionately  large  number  of 
Medicare  days.  For  example,  of  3,492  homes  submitting  cost  reports,  the  top  329 
SNFs  provide  about  40  percent  of  total  days.  Many  (88)  of  these  high  Medicare 
utilization  homes  are  hospital-based  SNFs  in  urban  areas.  These  eighty-eight 
homes  are  24  percent  of  the  329  high  Medicare  use  homes,  while  urban  hospital- 
based  SNFs  are  only  7  percent  of  the  total  3,492  SNFs  submitting  cost  reports. 
Half  of  the  high  Medicare  utilization  facilities  (52  percent)  are  located  in  five  of 
the  highest  Medicare  SNF  use  states  (California,  Illinois,  Ohio,  Pennsylvania  and 
Florida).  In  contrast  to  the  top  329  homes,  the  bottom  1,000  SNFs  account  for  only 
about  five  percent  of  Medicare  days. 

B.     Facility  Costs 

Among  the  facilities  submitting  cost  reports,  the  average  total  per  diem  cost  of  all 
Medicare  SNF  days  in  1983  was  about  $80  per  day  (Table  13).  Costs  weighted  by 
Medicare  patient  days  are  used  in  setting  section  223  cost  limits  for' SNF 
reimbursement.  The  average  SNF  costs  weighted  by  Medicare  patient  days  are 
significantly  higher  than  the  unweighted  SNF  costs,  implying  that  facilities 
providing  more  Medicare  covered  services  tend  to  be  higher  cost  facilities.  By  cost 
centers,  routine  operating  costs  comprised  72  percent  of  the  total,  while  ancillary 
costs  accounted  for  22  percent  of  the  total.  The  proportions  for  routine  and 
ancillary  costs  in  Medicare  participating  SNFs  are  quite  different  from  their 
proportions  in  hospitals,  where  they  are  roughly  equal.  Capital  accounts  for  6 
percent  of  costs,  about  the  same  as  for  hospitals.  The  standard  deviations  relative 
to  the  means  are  quite  large  suggesting  substantial  heterogeneity  among  the 
participating  SNFs,  which  may  be  attributable  to  factors  such  as  casemix  and 
quality,  ownership,  and  variations  in  Medicaid  payments  across  States. 
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There  is  variation  in  costs  by  ownership  and  geographic  location.  Table  14  shows 
that  nonprofit  homes  are  the  most  expensive  per  day  on  average  ($104),  followed  by 
government  homes  ($92).  The  least  expensive  homes  are  the  proprietary  facilities 
($68).  The  high  cost  of  nonprofit  homes  is  due  in  part  to  the  fact  that  virtually  all 
hospital-based  facilities  are  nonprofit.  Table  15  shows  that  hospital-based  SNFs 
have  an  average  total  cost  per  day  of  $132,  which  is  approximately  twice  as  high  as 
the  average  cost  ($67)  of  freestanding  SNFs.  Table  16  shows  that  urban  facilities 
are  more  expensive  than  rural  facilities  ($82  versus  $67),  even  though  the  more 
expensive  hospital-based  facilities  comprise  one-third  of  rural  facilities  and  only 
one-tenth  of  urban  facilities. 

The  relationships  between  facility  charges  and  costs  are  presented  in  Table  17, 
which  shows  that  for  all  SNFs,  charges  are  13  percent  higher  than  costs. 
Proprietary  facilities  have  the  highest  charge  to  cost  ratio  with  charges  18  percent 
higher  than  facility  costs.  Nonprofit  facilities  have  charges  exceeding  costs  by  six 
percent,  while  government  owned  facilities  have  charges  equal  to  costs. 

C.     Multivariate  Analysis  of  Costs 

A  multivariate  regression  was  used  to  analyze  facility  costs.  This  type  of  analysis 
allows  us  to  isolate  the  effects  on  costs  of  each  facility  characteristic  when  other 
characteristics  are  held  constant.  Table  18  lists  and  defines  the  facility  character- 
istics that  we  examined  as  determinants  of  costs.  The  variables  included  in  the 
regression  analysis  were  rural  area,  proprietary  facility,  nonprofit  facility,  hospital 
wage  index,  number  of  certified  beds,  percent  Medicare  days,  admissions  per  bed, 
occupancy  rate  in  certified  beds,  freestanding  distinct  part  facility,  hospital-based 
facility,  and  nursing  home  chain  membership.  Table  19  presents  the  results  of  the 
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Table  14 

Average  Skilled  Nursing  Facility  Per  Diem  Costs, 
By  Type  of  Ownership:    FY  1983 

Proprietary  SNFs 


Weighted  by  Weighted  by 

Unweighted  Medicare  Days  Total  Days 

Mean  S.D.  Mean         S.D.  Mean  S.D. 


Routine  Operating 

$43.46 

$13.51 

$47.96 

$29.73 

$42.60 

$21.98 

Routine  Nursing 
Routine  Overhead 

17.99 
25.47 

6.23 
8.19 

19.78 
28.18 

13.05 
18.04 

17.44 
25.16 

9.62 
13.54 

Medicare  Ancillary 

12.23 

8.47 

15.62 

17.69 

11.35 

13.59 

Drugs  and  Supplies 
Therapies 

5.72 
6.51 

5.12 
6.40 

7.09 
8.53 

8.60 
13.87 

5.27 
6.08 

8.39 
10.59 

Capital  Costs 

4.10 

2.48 

4.73 

4.84 

4.00 

3.93 

Total  Costs 

$59.79 

$18.87 

$68.30 

$44.07 

$59.95 

$28.83 

Nonprofit  SNFs 

Routine  Operating 

$62.80 

$27.64 

$76.01 

$58.69 

$60.98 

$36.70 

Routine  Nursing 
Routine  Overhead 

24.82 
37.98 

11.05 
17.94 

30.19 
45.82 

23.26 
38.03 

23.63 
37.36 

14.45 
26.94 

Medicare  Ancillary 

14.68 

15.82 

21.86 

35.80 

11.30 

21.54 

Drugs  and  Supplies 
Therapies 

5.75 
8.93 

6.76 
12.56 

6.98 
14.89 

11.51 
29.76 

4.41 
6.89 

10.74 
16.73 

Capital  Costs 

4.61 

4.18 

5.92 

8.53 

4.39 

5.49 

Total  Costs 

$82.09 

$41.00 

$103.80 

$89.13 

$76.67 

$51.66 

Government  SNFs 

Routine  Operating 

$65.94 

$24.77 

$74.40 

$43.74 

$68.08 

$46.14 

Routine  Nursing 
Routine  Overhead 

25.21 
40.73 

19.43 
16.86 

27.98 
46.42 

16.51 
29.35 

25.20 
42.88 

14.76 
33.60 

Medicare  Ancillary 

13.11 

13.20 

14.87 

22.47 

10.22 

23.85 

Drugs  and  Suppliet 
Therapies 

5.34 
7.77 

5.46 
10.32 

5.19 
9.67 

*9.26 
18.09 

3.21 
7.01 

9.80 
20.23 

Capital  Costs 

3.14 

2.72 

3.18 

3.95 

2.99 

4.74 

Total  Costs 

$82.19 

$33.90 

$92.45 

$59.63 

$81.29 

$60.35 

S.D.  "  Standard  Deviation. 

Source:     Urban  Institute  Medicare  SNF  Cost. Study,  1983. 
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Table  15 

Average  Facility  Per  Diem  Costs 
by  Type  of  Facility:  FY  1983 

Freestanding  SNFs 


Weighted  by  Weighted  by 

Unweighted  Medicare  Days  Total  Days 

Mean  S.D.  Mean        S.D.  Mean  S.D. 


Routine  Operating 

$45.76 

$14.30 

$48.37 

$24.29 

$47.51 

$30.24 

Routine  Nursing 

18.77 

6.16 

19.86 

10.60 

19.03 

11.36 

Routine  Overhead 

26.99 

9.24 

28.50 

15.44 

28.48 

20.28 

Medicare  Ancillary 

11.39 

3.98 

14.12 

15.28 

11.33 

14.55 

Drugs  and  Supplies 

5.26 

5.14 

6.58 

8.50 

4.62 

8.95 

Therapy 

6.13 

6.28 

7.54 

11.09 

5.71 

11.09 

Capital  Costs 

3.98 

2.49 

4.46 

4.27 

3.96 

4.40 

Total  Costs 

$61.12 

$18.01 

$66.95 

$32.63 

$61.80 

$34.32 

Hospital-Based  SNFs 


Weighted  by  Weighted  by 

Unweighted  Medicare  Days  Total  Days 

Mean  S.D.  Mean        S.D.  Mean  S.D. 


Routine  Operating 

$77.88 

$33.40 

$94.98 

$65.97 

$74.49 

$40.38 

Routine  Nursing 

29.86 

13.95 

36.85 

27.69 

27.74 

15.32 

Routine  Overhead 

48.01 

21.14 

58.14 

42.31 

46.75 

27.07 

Medicare  Ancillary 

22.32 

19.16 

29.75 

44.63 

19.18 

24.87 

Drugs  and  Supplies 

8.37 

7.80 

8.18 

13.85 

6.53 

10.46 

Therapy 

13.95 

15.91 

21.57 

37.94 

12.64 

21.18 

Capital  Costs 

5.11 

5.12 

6.78 

11.41 

4.10 

4.97 

Total  Costs 

$105.31 

$50.05 

$131.51 

$102.70 

$97.76 

$58.21 

S.D.  »  Standard  Deviation. 

Source:    Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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Table  16  "* 


Average  Facility  Per  Diem  Costs 
Urban  and  Rural  Facilities:     FY  1983 

Urban  SNFs 


Unweighted 

Weighted  by 
Medicare  Days 

Weighted  by 
Total  Days 

Mean 

S.D. 

Mean 

S.D. 

Mean 

S.D. 

Routine  Operating 

$50.94 

$22.22 

$59.28 

$50.28 

$51.60 

$38.08 

Routine  Nursing 
Routine  Overhead 

20.60 
30. 34 

8.94 
14.30 

23.82 
35.46 

20.03 
32.06 

20.40 
31.20 

13.99 
25.60 

Medicare  Ancillary 

13.51 

11.51 

18.05 

26.50 

11.66 

18.22 

Drugs  and  Supplies 
Therapies 

5.84 
7.67 

5.71 
9.08 

7.05 
11.00 

10.12 
21.89 

4.94 
6.72 

9.77 
14.59 

Capital  Costs 

4.25 

3.16 

5.11 

6.58 

4.08 

4.84 

Total  Costs 

$68.70 

$30.46 

$82.44 

$71.56 

$67.34 

$46.20 

Rural 

SNFs 

Unweighted 

Weighted  by 
Medicare  Days 

Weighted  by 
Total  Days 

Mean 

S.D. 

Mean 

S.D. 

Mean 

S.D. 

Routine  Operating 

$48.20 

$18.34 

$49.81 

$26.01 

$43.79 

$18.60 

Routine  Nursing 
Routine  Overhead 

19.50 
28.70 

7.58 
11.84 

20.47 
29.34 

10.82 
16.46 

17.62 
26.17 

7.21  . 
12.53 

Medicare  Ancillary 

11.13 

10.09 

13.27 

14.73 

9.21 

12.16 

Drugs  and  Supplies 
Therapies 

5.26 
5.87 

5.62 
7.51 

6.19 
7.07 

7.19 
11.09 

4.24 
4.97 

7.32 
8.94 

Capital  Costs 

3.79 

2.57 

4.03 

3.68 

3.49 

3.10 

Total  Costs 

$63.13 

$25.46 

$67.10 

$37.09 

$56.49 

$25.72 

S.D.  =  Standard  Deviation. 

Source:     Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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.  Table  17 

Ratio  of  Routine  Charges  to  SNF  Costs: 
FY  1980 


Freestanding 

Hospita 

1-Based 

Total 

Mean 

S.D. 

Mean 

S.D. 

Mean 

S.D. 

Proprietary 

1.181 

.31 

1.020 

.39 

1.178 

.31 

Nonprofit 

1.072 

.29 

1.049 

.38 

1.064 

.32 

Government 

1.029 

.23 

0.971 

.35 

0.999 

.30 

Total 

1.153 

.31 

1.020 

.37 

1.134 

.32 

S.D.  «  Standard  Deviation. 

*Does  not  include  return  on  investment. 

Source:    Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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Table  18 
Regression  Analysis  Variables 


RURAL  Rural  area 

PROP  Proprietary  facility 

NP  Nonprofit  facility 

WAGE  Hospital  wage  index 

BEDS  Number  of  certified  beds 

PMED  Percent  total  inpatient  days  that 

are  Medicare  days 

APB  Admissions  per  bed 

OCC80  Occupancy  rate  in  certified  beds 

in  1980 

DP  Freestanding  distinct  part 

facility 

HB  Eospital-based  facility 

CH  Chain  facility  (10  or  more 

facilities  under  same  ownership) 
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T&te  i§s  Determinants  of  SNF  Per  Diem  Costs:  FY  1980 


Independent 

Variables  *  Dependent  Variables* 


Routine 

Medicare 

Total 

Operating 

Ancillary 

Capital 

Costs 

Costs 

Costs 

Costs 

R2 

.5456 

.5533 

.2618 

.1727 

CONSTANT 

51.13 

39.33 

5.87 

5.93 

RURAL 

ft  nc 

1  ftC 

-1.95 

-0.01 

(-2.06) 

(-0.073) 

(-4.12) 

(-0.04) 

JrxtUr 

_1  I  no 

1  AO 

1.48 

1.52 

(-8.58) 

(-14.91) 

(2.18) 

(7.86) 

NP 

-0.81 

-3.31 

1.09 

1.41 

(-0.60) 

(-3.39) 

(1.65) 

(7.49) 

WAGE 

48 .40 

37.59 

9.14 

1.67 

(19.17) 

(20.67) 

(7.44) 

(4.76) 

BEDS 

0.03 

0.03 

0.14 

0.03 

(4.90) 

(8.10) 

(-3.47) 

(5.45) 

PMED 

0.46 

0.30 

0.14 

0.03 

(19.80) 

(17.59) 

(12.04) 

(9.12) 

APD 

0.40 

0.25 

0.16 

-0.02 

(4.01) 

(3.45) 

(3.46) 

(-1.15) 

OCC  80 

-0.46 

-0.33 

-0.70 

-0.64 

/i o    CO  A 

\-n .  by ) 

1-4. uj; 

(    1  O    ft<7  \ 

V-1Z . 97 ; 

DP 

2.57 

3.02 

-0.90 

0.45 

(3.06) 

(5.00) 

(-.221) 

(3.86) 

HB 

31.98 

21.15 

9.71 

1.12 

(23.48) 

(21.57) 

(14.66) 

(5.91) 

CH 

-3.40 

-4.59 

1.89 

-.70 

(-3.58) 

(-6.72) 

(4.10) 

(-5.34) 

*  T-statistics  in  parentheses. 

Source:  Urban  Institute  Medicare  SNF  Cost  Study. 
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analysis.  We  examined  the  specific  contribution  of  the  characteristics  to  total, 
routine  operating,  ancillary,  and  capital  costs,  respectively. 

Table  19  shows  that,  as  a  group,  the  facility  characteristics  included  in  the  analysis 
explain  a  substantial  amount  of  variation  in  total  (R2  =  .54)  and  routine  operating 
(r2  =  .55)  costs.  These  numbers  indicate  that  approximately  55  percent  of  the 
variation  in  costs  across  Medicare  participating  SNFs  is  attributable  to  the  eleven 
facility  characteristics  in  the  analysis.  These  characteristics  do  less  well  in 
explaining  variations  in  ancillary  costs  (R2  =  .26)  and  quite  poorly  in  explaining 
capital  costs  (R2  =  «17)«  This  is  not  surprising  since  most  of  the  facility 
characteristics  in  the  analysis  are  not  related  to  patient  casemix  which  on  a  priori 
grounds  should  explain  a  large  part  of  ancillary  costs.  Similarly,  few  of  the 
variables  are  directly  related  to  key  determinants  of  capital  costs. 

The  following  highlights  the  effects  of  the  specific  facility  characteristics  on 
specific  cost  categories  when  all  other  facility  characteristics  are  held  constant. 

0  Rural  location  has  a  negative  and  statistically  significant  effect  on  Medicare 
ancillary  and  total  costs,  but  not  on  routine  operating  costs.  On  total  costs, 
for  example,  rural  facilities  cost  $2  less  per  day  than  their  urban  counter- 
parts. The  negative  effect  on  ancillary  costs  may  reflect  the  lack  of  physical 
and  occupational  therapists  in  rural  areas. 

o  Proprietary  ownership  has  a  negative,  statistically  significant,  and  large 
effect  on  total  and  routine  operating  costs.  For  example,  the  total  costs  of 
proprietary  facilities  are  about  $12  per  day  less  than  government  owned 
facilities.  Proprietary  ownership  is  associated  with  slightly  higher  Medicare 
ancillary  and  capital  costs. 
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Nonprofit  homes  are  not  significantly  different  than  government  facilities  in 
total  cost  per  day.  They  are  statistically  "significantly  less  expensive  for 
routine  operating  costs  and  more  expensive  for  Medicare  ancillary  and  capital 
costs. 

The  wage  index  is  a  positive  and  significant  variable  in  explaining  total, 
routine  operating,  Medicare  ancillary,  and  capital  costs.  This  result  is 
expected  since  the  index  reflects  variations  in  wage  rates  which  are  direct 
determinants  of  facility  costs. 

The  number  of  certified  beds  is  a  positive  and  statistically  significant 
variable  for  total,  routine  operating,  and  capital  costs.  It  is  a  significant  and 
negative  variable  for  Medicare  ancillary  costs.  However,  in  all  cases,  the 
effect  is  very  small.  For  example,  each  additional  certified  bed  is  associated 
with  a  three  cent  per  day  increase  in  total  costs. 

Percent  of  inpatient  days  that  are  Medicare  is  indicative  of  more  resources 
expended  by  the  facility.  The  greater  the  percentage  of  Medicare  days,  the 
greater  the  likelihood  that  the  facility  provides  greater  amounts  of  short- 
term,  rehabilitative  care.  Percent  Medicare  days  is  a  very  statistically 
significant  variable  and  is  positively  associated  with  total,  routine  operating, 
Medicare  ancillary,  and  capital  costs.  The  greatest  effect  is  in  the  routine 
operating  category,  where  each  percent  increase  results  in  an  increase  of  30 
cents  per  day.  Since  the  range  in  the  percent  Medicare  days  is  1-100,  this 
variable  could  account  for  a  difference  of  up  to  $30  per  day  between  homes. 
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Admissions  per  bed  is  also  highly  correlated  with  easemix.  The  higher  the 
number  of  admissions  per  bed  the  greater  the  likelihood  that  the  facility  is 
oriented  towards  shbrt-term,  rehabilitative  care.  Admissions  per  bed  is 
positive  and  significant  for  total,  routine  operating,  and  Medicare  ancillary 
costs.  The  size  of  the  effect  is  relatively  small.  It  is  not  significant  for 
capital  costs. 

Occupancy  rate  is  a  highly  statistically  significant  and  negative  determinant 
of  total,  routine  operating,  Medicare  ancillary,  and  capital  costs.  As  the 
occupancy  rate  increases  by  one  percent,  per  diem  costs  decline  by  46  cents. 
Since  the  occupancy  rate  in  SNFs  is  generally  high,  the  amount  of  cost 
differences  between  facilities  that  are  attributable  to  this  variable  is  not 
likely  to  be  very  great. 

Facilities  may,  at  their  option,  have  only  some  of  their  beds  participate  in 
Medicare  (i.e.,  the  distinct  part  option).  Distinct  part  (compared  to  full) 
certification  is  a  positive  and  significant  variable  for  total,  routine  operating, 
and  capital  costs.  It  is  negative  and  significant  for  Medicare  ancillary  costs. 
The  effect  of  this  variable  is  relatively  small  since  it  accounts  for  less  than 
$3  per  day  in  total  costs. 

Hospital-based  (compared  to  freestanding)  facilities  are  positively  and  signif- 
icantly related  to  total,  routine  operating,  Medicare  ancillary,  and  capital 
costs.  The  size  of  the  coefficents  is  extremely  large.  After  controlling  for 
all  other  variables,  hospital-based  facilities  are  still  $32  per  day  more 
expensive  than  freestanding  facilities.  The  higher  costs  of  hospital-based 
facilities  can  be  attributed  to  many  factors,  including  the  overhead  allocation 
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rules.for  hospitals  and  their  subunits_  (e.g.,  SNFs),  inefficiency  of  these  units, 
and/or  caring  for  sicker  patients  who  require  "more  services. 

o  Chain  facilities  (defined  as  10  or  more  facilities  under  the  same  ownership) 
are  negatively  and  significantly  related  to  total,  routine  operating,  and 
capital  costs.  They  are  positively  and  significantly  related  to  Medicare 
ancillary  costs.  The  lower  routine  operating  costs  of  chain  facilities  may  be 
due  in  part  to  economies  of  scale. 

In  an  extension  of  the  analysis  discussed  above,  we  added  States  to  the  list  of 
characteristics  for  predicting  costs.  Since  Medicaid,  not  Medicare,  is  the  major 
public  financing  program  for  nursing  homes,  it  is  likely  that  State  variables  (as 
proxies  for  their  Medicaid  payment  systems)  would  have  a  significant  impact  in 
explaining  nursing  home  costs.  Table  20  contains  these  results.  Adding  State 
variables  raised  the  percent  of  variation  in  costs  explained  (R2)  t0  «64  (from  .55) 
for  total  costs,  .67  (from  .55)  for  routine  operating  costs,  .33  (from  .26)  for 
Medicare  ancillary  costs,  and  .24  (from  .17)  for  capital  costs.  While  the  effects  of 
the  other  variables  are  similar  to  the  results  discussed  above,  the  analysis  found 
variation  in  costs  per  day  across  the  States.  For  example,  relative  to  total  costs 
per  day  in  California,  care  in  the  same  type  of  facility  would  be  $21.49  more 
expensive  in  Hawaii  and  $18.34  less  expensive  in  Illinois. 

D.  Summary 

This  chapter  reviewed  the  characteristics  and  costs  of  facilities  participating  in 
the  Medicare  SNF  program.  Although  there  are  approximately  5,000  facilities 
certified  to  provide  care  under  Medicare,  the  majority  of  patient  days  are  provided 
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by  a  relatively  small  number  of  SNFs."  Approximately  half  of  these  days  are 
provided  by  13  percent  of  the  participating  facilities.  Moreover,  participating 
SNFs  are  concentrated  in  relatively  few  States.  Half  of  the  facilities  are  located 
in  six  States.  It  is  unlikely  that  the  supply  and  use  of  the  SNF  benefit  is  a  function 
solely  of  patient  need.  It  is  likely  that  SNF  use,  being  as  geographically  skewed  as 
it  currently  is,  results  also  from  state  policies  affecting  Medicaid  reimbursement 
and  bed  supplies  (e.g.,  certificate  of  need  restrictions). 

The  nationwide  analysis  showed  that  eleven  facility  characteristics  explained  about 
55  percent  of  the  variation  in  total  and  routine  costs  across  facilities.  Addition  of 
State  variables  to  reflect  variations  in  Medicaid  SNF  payment  rates  increased  the 
explanatory  power  to  64  percent.  Even  after  controlling  for  other  variables, 
hospital-based  facilities  have  higher  costs  than  freestanding  facilities  and  pro- 
prietary facilities  have  lower  costs  than  either  government  or  nonprofit  facilities. 
The  two  proxy  measures  of  casemix,  percent  of  inpatient  days  that  are  Medicare 
*  and  admissions  per  bed,  were  positively  related  to  costs.  While  most  of  the 
characteristics  were  statistically  significant  predictors  of  costs,  only  one-third  of 
the  variation  in  costs  remained  unexplained.  This  result  indicates  that  other 
factors,  such  as  differences  in  casemix,  quality  of  care,  and  provider  efficiency, 
are  accounting  for  cost  variations  in  addition  to  those  due  to  the  facility 
characteristics  in  the  analysis.  Since  Medicare  days  is  a  relatively  small  proportion 
(15  percent)  of  total  SNF  days,  other  state  characteristics  that  affect  the  overall 
cost  structure  of  SNFs,  but  that  are  insufficiently  measured  in  this  analysis,  may 
also  contribute  to  the  unexplained  variation  in  costs. 
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CHAPTER  m 
THE  CURRENT  REIMBURSEMENT  SYSTEM 

The  purpose  of  this  chapter  is  to  review  the  qualities  of  the  current  reimbursement 
system.  Some  of  its  characteristics  (e.g.,  lack  of  efficiency  incentives,  numerous 
reporting  requirements,  financial  uncertainty  created  by  retroactive  adjustments) 
relate  directly  to  the  current  reimbursement  system;  others  (e.g.,  inadequate 
/f  access,  uneven  use  of  the  benefit  and  the  backlog  of  hospital  patients  awaiting 

nursing  home  placement)  may  be  attributed  in  part  to  the  Medicare  reimbursement 
system  and  in  part  to  other  factors. 

A.     Burdensome  Reporting  Requirements 

According  to  a  HCFA  sponsored  study  carried  out  by  the  Urban  Institute  (1981),  the 
required  reporting  of  expenses  on  a  cost  center  basis,  maintaining  statistics  for 
cost-finding,  and  .the  time  and  expense  of  preparing  the  hospital  oriented  cost 
report  may  discourage  facilities  from  participating  in  Medicare.  The  current 
burden  of  cost  reporting  associated  with  Medicare  participation  is  disproportionate 
to  the  small  Medicare  market  share.  Some  reductions  in  the  cost  reporting  burden 
are  possible  without  any  change  in  the  reimbursement  methodology.  But,  even 
under  some  prospective  payment  proposals,  cost  reporting  may  be  necessary  if 
certain  items  are  "passed  through"  on  a  cost  basis. 

In  general,  although  definitive  data  are  not  available,  there  is  widespread  belief 
that  the  time  and  effort  required  by  the  current  federal  cost  report  is  a  major 
disincentive  to  SNF  providers  who  serve  mainly  private  pay  and  "light  care" 
patients.  It  is  generally  alleged  that  to  serve  a  few  Medicare  patients  simply  is  not 
a  cost  effective  use  of  time. 
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B.     Lack  of  Efficiency  Incentives 

The  current  retrospective,  cost-based  reimbursement  system  contains  few 
incentives  to  restrain  costs,  since  providers  are  reimbursed  for  their  actual 
expenditures  up  to  the  cost  limits.  Medicare  SNF  costs  have  grown  at  the  rate  of 
7.9  percent  from  1975  to  1982.  Per  diem  payments  for  Medicare  SNF  care  over  the 
past  seven  years  (1975-1982)  have  increased  at  8.2  percent  annually  as  compared  to 
annual  average  increases  in  the  SNF  marketbasket  price  factor  (a  measure  of  the 
costs  of  goods  and  services  that  SNFs  must  purchase)  of  8.4  percent. 

SNF  payment  systems  other  than  cost-based  retrospective  ones  have  been  effective 
in  creating  incentives  to  control  increases  in  SNF  costs  under  Medicaid.  In  recent 
years,  there  have  been  several  studies  of  the  comparative  effectiveness  of  various 
State  Medicaid  reimbursement  methods  with  respect  to  controlling  the  rate  of 
increase  in  Medicaid  nursing  home  care  expenditures. 

Buchanan  (1981)  compared  Medicaid  per  diem  rates  paid  to  SNFs  (skilled  nursing 
facilities)  and  ICFs  (intermediate  care  facilities)  in  States  with  prospective  and 
retrospective  systems  for  the  years  1975-1977.  Prospective  systems  were  associat- 
ed to  a  statistically  significant  degree  with  lower  average  rates.  A  study  based  on 
more  recent  data  (Urban  Institute,  1982)  also  found  that  the  States  with  pro- 
spective systems,  both  flat  rate  and  individual  facility  specific  systems,  had  lower 
average  rates  than  the  States  with  retrospective  cost-based  reimbursement  sys- 
tems. 

A  HCFA  sponsored  study  conducted  by  Abt  Associates  (Birnbaum,  1981)  focused  on 
determinants  of  nursing  home  costs  and  the  effect  of  Medicaid  rate  setting 


-66- 

methods  on  costs.  This  study  concluded  that,  under  conditions  of  excess  demand 
for  nursing  home  beds,  neither  prospective  nor  retrospective  systems  have  an 
inherently  greater  cost-constraining  potential.  The  reason  is  that  there  is 
considerable  internal  variation  within  prospective  and  retrospective  systems. 
Under  some  circumstances,  prospective  and  retrospective  payment  systems  with 
certain  key  features,  such  as  individual  specific  facility  rates,  may  have  more  in 
common  than  two  different  types  of  prospective  systems.  For  example,  a 
prospective  system  that  sets  individual  facility  rates  may  be  more  similar  to  a 
retrospective  cost  based  system  than  to  a  flat  rate  prospective  payment  system. 

Also,  very  few  systems  are  "pure  types".  Some  "prospective"  systems  allow  for 
retrospective  rate  adjustments  under  some  conditions.  By  the  same  token,  a 
retrospective  payment  system  is  only  a  full  cost  reimbursement  system  if  it  pays 
facility  specific  rates  with  no  cost  limits.  In  practice,  however,  most  States  with 
retrospective  payment  systems  do  set  rate  ceilings.  To  the  extent  that  group 
ceilings  are  set  and  these  ceilings  are  known  in  advance,  retrospective  cost-based 
systems  begin  to  resemble  prospective  flat  rate  systems.  According  to  Birnbaum 
et  al.,  this  is  because  the  most  crucial  aspect  of  any  cost-based  system,  whether 
retrospective  or  prospective,  is  the  manner  in  which  the  rate  or  the  rate  ceiling  is 
set.  Since  there  is  usually  no  advantage  to  receiving  less  than  the  ceiling  amount, 
homes  will  tend  to  raise  costs  to  the  ceiling  level  (under  retrospective  reimburse- 
ment) or  seek  to  have  their  facility's  rate  set  at  the  ceiling  level  (under  prospective 
reimbursement). 

The  investigators  also  noted,  however,  that  whether  or  not  prospective  reimburse- 
ment is  more  inherently  cost-containing,  it  appears  to  have  several  other  ad- 
vantages over  retrospective  systems.  It  puts  the  operator  at  financial  risk,  thereby 
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creating  incentives  for  greater  efficiency;  it  gives  the  rate  setting  agency  greater 
control  over  the  types  and  amounts  of  nursing  home  care  for  which  it  wishes  to 
pay;  and  it  encourages  better  planning  on  the  part  of  nursing  home  operators  since 
they  know  in  advance  the  constraints  on  reimbursable  costs.  In  sum,  compared  to 
retrospective  reimbursement,  prospective  payment  creates  an  environment  that  is 
more  predictable. 

Unlike  most  Medicaid  payment  systems,  the  current  method  of  Medicare  reirriT 
bursement  for  SNFs  provides  no  profit  reward  for  efficiency  in  controlling  costs. 
Profits  are  limited  to  return  on  equity  in  proprietary  facilities.  Nonprofit  and 
government  facilities  receive  no  surpluses  under  the  Medicare  system.  Medicare 
reasonable  cost  payment  actually  contains  disincentives  for  SNFs  to  be  efficient, 
since  reductions  in  cost  result  in  correspondingly  reduced  revenues  for  the  SNF.  As 
previously  noted,  32  State  Medicaid  programs  provide  an  opportunity  for  nursing 
homes  to  earn  a  profit  by  keeping  costs  below  a  prospective  rate  or  below  a 
percentile  or  cost  ceiling. 

C     Fiflflfletel  Instability  Due  to  Retroactive  Adjustments 

An  inevitable  consequence  of  a  retrospective  cost-based  reimbursement  system  is 
that  some  costs  are  disallowed  by  intermediaries,  months  and  sometimes  even 
years,  after  the  close  of  the  SNF's  accounting  period.  Since  Medicare  reimburses 
only  for  actual  costs  incurred,  there  is  no  cushion  against  losses  that  occur  when 
expenditures  a  facility  believed  to  be  legitimate  are  subsequently  disallowed  for 
Medicare  reimbursement. 


-68- 

A  similar  issue  of  concern  is  retroactive  coverage  denials;  that  is,  when  the 
intermediary  determines,  after  care  has  already  been  provided,.,  that  a  given 
individual  for  whom  Medicare  reimbursement  is  being  sought  was  not  medically 
eligible  for  SNF  services.  So  long  as  Medicare  continues  to  make  coverage 
determinations  on  a  case  by  case  basis,  this  issue  cannot  be  addressed  through 
reform  of  the  reimbursement  payment  method.  If  on  the  other  hand,  only  one 
payment  were  made  for  both  the  acute  and  subacute  part  of  a  spell  of  illness 
coverage  determinations  would  be  far  less  critical  and  therefore  retroactive 
denials  diminished  considerably. 

Although  the  rate  of  Medicare  SNF  coverage  denials  in  FY  1982  appears  high  at 
first  glance  (33.5  percent  of  claims),  70  percent  of  these  denials  were  notices  of 
non-covered  services  to  beneficiaries,  not  denials  of  payment  to  SNFs  for  services 
that  the  SNFs  expected  to  have  reimbursed  by  Medicare.  In  other  words,  the 
purpose  of  the  denial  notice  in  over  two-thirds  of  the  cases  was  to  inform 
beneficiaries  that  certain  services  were  not  Medicare  covered  (e.g.,  services  at  a 
lower  level  than  skilled  nursing  care). 

Eighty  percent  of  facilities  providing  Medicare  SNF  services  have  waiver  of 
liability  status,  which  means  that  they  are  not  financially  liable  for  Medicare  bills 
submitted  in  error  with  respect  to  the  medical  necessity  coverage  rules.  Facilities 
attain  waiver  of  liability  status  by  ensuring  that  their  error  rate  (percent  of  bills 
subject  to  denial  due  to  coverage  errors)  remains  less  than  5  percent  of  claims 
submitted.  In  FY  1982,  Medicare  paid  6,173  claims  for  SNF  services  under  waivers 
of  liability,  at  a  cost  of  about  $6  million. 
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D.     Uneven  Use  of  the  Benefit 

In  many  parts  of  the  country  there  are  few  Medicare  certified  beds  or  Medicare 
utilization  is  very  low.  Approximately  one-third  of  all  SNFs  do  not  participate  in 
Medicare.  The  use  rate  of  Medicare  services  varies  greatly  across  the  nation. 
While  the  1981  mean  days  of  Medicare  SNF  care  per  1,000  Medicare  beneficiaries 
65  and  over  was  310  for  the  nation  as  a  whole,  State  variations  in  use  of  the 
Medicare  SNF  benefit  ranged  from  a  low  of  one  day  of  SNF  care  per  1,000  elderly 
in  Wyoming  to  a  high  of  635  days  of  SNF  care  per  1,000  elderly  in  Kentucky. 

Some  observers  argue  that  the  reasons  for  the  decision  of  some  SNFs  not  to 
participate  in  Medicare  include  the  paperwork  burden,  the  possibility  of  retrospec- 
tive payment  adjustments,  and  the  lack  of  opportunities  for  profit  associated  with 
the  current  Medicare  SNF  payment  system.  Accordingly,  a  change  to  a  prospective 
payment  system  could  boost  the  nursing  home  participation  rate  in  Medicare  and 
increase  access  to  Medicare  SNF  services  in  underserved  areas  and  perhaps  as  a 
result  the  Medicare  component  of  the  hospital  backlog  problem  might  be  allevi- 
ated. 

Although  there  is  great  variation  State  by  State  in  availability  of  Medicare 
certified  SNF  beds,  Medicare  certified  beds  per  1,000  elderly  is  only  weakly  related 
empirically  to  the  use  rate  of  Medicare  SNF  care.  Using  FY  1981  data,  Medicare 
certified  bed  supply  could  only  explain  28  percent  of  the  variation  in  Medicare  SNF 
use.  A  regression  analysis  carried  out  by  Urban  Institute  researchers  (using  FY 
1979  data)  found  that  an  increase  of  10  percent  in  Medicare  certified  beds  per 
elderly  person  is  accompanied  by  on  average  less  than  a  5  percent  increase  in 
Medicare  covered  SNF  days  per  elderly  person  (Feder  and  Scanlon,  1982:622).  This 
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is  because  Medicare  certification  does  not  guarantee  Medicare  use.  Nationally,  the 
percent  of  Medicare  certified  beds  actually  used  by  Medicare  patients  during  FY 
1981  ranged  from  a  low  of  one  percent  (in  Connecticut,  Wyoming,  and  Alaska)  to  a 
high  of  35  percent  (in  Iowa). 

States  whose  Medicaid  programs  are  quite  strongly  oriented  toward  intermediate 
care  facility  (ICF)  care,  which  means  that  these  States  rarely  certify  Medicaid 
patients  at  the  skilled  care  level,  tend  to  have  nursing  home  industries  that  are 
strongly  oriented  toward  providing  intermediate  rather  than  skilled  care.  Since 
Medicare  SNF  patients  do  not  constitute  a  large  market  for  SNF  services,  States 
that  certify  comparatively  few  Medicaid  patients  for  SNF  care  cannot  support  as 
many  SNF  beds  per  1,000  elderly  as  States  whose  policies  create  larger  Medicaid 
SNF  markets. 

As  with  all  determinations  of  covered  services,  the  Medicare  program  delegates 
authority  for  SNF  coverage  determinations  to  local  intermediaries.  There  is  some 
evidence  of  variability  in  coverage  determinations  among  intermediaries  (Smits  and 
Feder,  1982).  This  variation  may  be  a  function  of  regional  variation  in  medical 
practices.  Conditions  treated  in  a  SNF  may  also  be  treated  in  the  hospital  or  via 
home  health  care.  In  some  areas  of  the  country,  patients  remain  in  the  hospital 
longer  and,  thus,  may  be  eligible  for  fewer  days  of  SNF  care  or  may  no  longer  be 
medically  eligible  for  Medicare  SNF  coverage  when  they  are  discharged  from  the 
hospital.  Similarly,  in  some  areas  of  the  country  where  home  health  services  and 
rehabilitation  services  provided  at  home  are  more  readily  available,  home  health 
care  may  substitute  more  frequently  for  Medicare  SNF  use.  Appendix  in  contains  a 
more  detailed  discussion  of  these  issues. 
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E.     Hospital  Back-Up  of  Medicare  SNF  Patients 

One  result  of  inadequate  access  to  the  Medicare  SNF  benefit  may  be  the  necessity 
for  Medicare  to  pay  for  extra  hospital  days  for  individuals  who  require  Medicare 
SNF  care,  but  cannot  obtain  a  placement  as  soon  as  one  is  needed.  This  is  the 
phenomenon  of  hospital  back-up.  Greater  access  to  and  use  of  the  Medicare  SNF 
benefit  on  the  part  of  Medicare  beneficiaries  would  reduce  the  days  of  hospital 
care  necessary  while  patients  await  SNF  placements.  The  size  and  scope  of 
hospital  back-up  is  not  currently  known.  Estimates  of  the  total  number  of  hospital 
back-up  days  experienced  in  FY  1980  by  individuals  whose  acute  hospitals  stays 
were  paid  for  by  Medicare  range  from  a  low  of  0.7  million  to  a  high  of  7.2  million 
days.  Again,  a  SNF  prospective  payment  system  might  induce  more  facilities  to 
participate  in  Medicare  and  to  accept  more  Medicare  patients.  The  impact  in 
terms  of  reduction  in  back-up  and  its  associated  costs  might  be  small,  however, 
because  historically  only  a  small  minority  of  Medicare  acute  care  patients  awaiting 
nursing  home  placement  are  awaiting  Medicare  SNF  placement.  Many  back-up 
patients  have  historically  been  awaiting  placements  at  lower  levels  of  care, 
although  this  phenomenon  may  be  changed  as  a  result  of  hospital  prospective 
payment.  Moreover,  the  average  time  awaiting  placement  for  Medicare  SNF 
patients  tends  to  be  shorter  than  for  patients  awaiting  Medicaid  placement,  hence, 
total  back-up  costs  for  patients  awaiting  Medicare  SNF  placements  tend  to  be 
lower  on  average  than  back-up  costs  associated  with  patients  awaiting  Medicaid 
placements.  In  addition,  the  recently  instituted  DRG-based  hospital  prospective 
payment  system  is  expected  to  reduce  the  amount  and  cost  of  hospital  back-up 
days  paid  for  by  Medicare;  however  as  some  hospitals  are  trying  to  convert  some  of 
their  excess  capacity  to  sub-acute  days  they  are  encountering  certificate  of  need 
obstacles.  For  a  more  detailed  discussion  of  hospital  back-up  as  it  affects  both 
Medicare  and  Medicaid  patients,  see  Appendix  IV. 
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F.     Potential  Impact  of  Hospital  Prospective  Payment  on  Medicare  SNF  Use 

Under  the  newly  implemented  DRG-based  prospective  payment  system,  hospitals 
are  paid  per  case,  not  per  day  of  care  provided.  Thus,  the  financial  incentives 
should  encourage  lengths  of  stay  to  be  held  to  the  minimum.  Many  observers 
believe  that  these  incentives  to  shorten  hospital  stays  will  sharply  increase  both 
the  demand  for  Medicare  SNF  services  and  the  percentage  of  Medicare  patients 
who,  at  the  point  of  hospital  discharge,  will  satisfy  the  medical  criteria  for  SNF 
coverage. 

Although  currently  the  evidence  that  such  effects  are  occurring  is  only  anecdotal 
(the  prospective  payment  system  is  still  too  new  for  systematic  evidence  on  effects 
to  be  available),  the  anticipated  rising  demand  for  Medicare  SNF  services  provides 
another  argument  for  making  changes  in  the  Medicare  SNF  reimbursement  system 
in  ways  that  would  increase  the  willingness  of  SNF  providers  to  participate  in 
Medicare.  Over  time  this  shift  of  the  system  to  potentially  more  Medicare  SNF 
days  is  expected  to  be  accompanied, by  fewer  hospital  days.  Hospital  length  of  stay 
is  apparently  declining  as  a  result  of  the  prospective  payment  system  and  is 
expected  to  continue  more  rapidly  to  the  extent  that  patients  who  no  longer  need 
acute  care  can  be  discharged  to  subacute  levels  of  care. 

It  is  important  to  note,  however,  that  there  are  constraints  on  the  ability  of  the 
health  care  system  to  respond  to  increased  demand  for  Medicare  SNF  services. 
Demand  for  skilled  nursing  facility  beds  already  exceeds  supply  in  most  areas  of 
the  country,  but  most  States  regulate  growth  in  bed  supply  via  the  "certificate  of 
need"  (CON)  process  and  have  refused  to  grant  many  CON  approvals  for  new 
nursing  home  construction  or  expansion  in  recent  years  as  a  means  of  controlling 
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growth  in  Medicaid  expenditures.  Although  existing  facilities  could  choose  to 
admit  more  Medicare  patients,  high  demand  for  beds  from  Medicaid  and  private 
pay  patients  may  preclude  reserving  beds  for  Medicare  patients  since  Medicare  still 
remains  a  comparatively  small  portion  of  the  total  market  for  nursing  home  care. 
Medicare's  small  share  of  the  market  also  serves  to  explain  why  many  facilities 
orient  themselves  toward  Medicaid  patients  and  elect  not  to  participate  in 
Medicare,  particularly  in  States  where  the  Medicaid  program  certifies  most 
patients  at  the  "intermediate  care  facility"  (ICF)  level.  (See  Appendix  in.) 
Although  many  hospital-based  SNFs  are  oriented  toward  the  provision  of  Medicare 
SNF  services,  hospitals  that  seek  to  establish  new  SNFs  or  to  expand  existing 
facilities  face  CON  barriers.  The  only  form  of  bed  supply  that  can  be  rapidly  made 
available  to  meet  increased  demand  for  Medicare  SNF  services  are  swing  beds  (i.e., 
beds  that  can  be  used  either  for  acute  or  long  term  care)  in  small  (less  than  50  bed) 
rural  hospitals.  As  of  August  1984,  there  were  273  swing  bed  hospitals  in  31  states. 
42  percent  of  these  small  rural  "swing  bed"  hospitals  also  had  attached  nursing 
homes.  Clearly,  in  these  hospitals  the  demand  for  long  term  care  services  has 
outpaced  the  capacity  of  their  existing  nursing  home  facilities. 

G.  Summary 

Problems  with  the  current  retrospective,  cost-based  reimbursement  system 
include:  excessive  reporting  requirements;  lack  of  financial  incentives  to  curb 
costs  and  produce  services  with  maximum  efficiency;  and  financial  uncertainty 
created  by  retroactive  payment  adjustments.  Moreover,  facilities  whose  costs  are 
at  or  exceed  the  reimbursement  ceilings  have  no  incentive  to  take  sicker  patients. 
Research  on  prospective  payment  systems  for  Medicaid  financed  nursing  home 
services  tends  to  support  the  claim  that  prospective  payment  systems  are  more 
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cost  containing  than  retrospective  payment  systems.  Prospective  payment  would 
also  be  expected  to  simplify  reporting  requirements  and  to  eliminate  the 
uncertainty  created  by  the  possibility  of  retroactive  reimbursement  adjustments. 

Prospective  payment  has  also  been  advocated  as  a  means  to  increase  participation 
of  skilled  nursing  facilities  in  the  Medicare  program,  thereby  increasing  the  use 
rate  of  Medicare  SNF  services  and  decreasing  the  backlog  of  hospital  patients 
awaiting  SNF  placements.  Currently,  one-third  of  all  SNFs  certified  to  participate 
in  Medicaid  are  not  certified  to  participate  in  Medicare.  Because  the  skilled 
nursing  facility  Medicare  benefit  by  its  nature  limits  the  potential  size  of  the 
Medicare  SNF  population,  changes  in  the  method  of  Medicare  SNF  reimbursement 
may  increase  the  SNF  use  rate  only  slightly.  The  recent  change  to  prospective 
payment  for  Medicare  hospital  care  may  actually  have  a  much  stronger  impact  on 
Medicare  SNF  use.  To  the  extent  that  hospitals  seek  to  maximize  efficiency  by 
discharging  patients  as  soon  as  it  is  medically  appropriate,  more  discharges  of 
patients  requiring  subacute  levels  of  care  would  tend  to  increase  the  percentage  of 
hospital  patients  who  could  be  medically  appropriate  users  of  Medicare  SNF 
services.  Thus,  the  DRG-based  hospital  prospective  payment  system  is  expected  to 
reduce  the  amount  and  cost  of  hospital  back-up  days  paid  for  by  Medicare.  At  the 
same  time,  there  are  constraints  on  the  expansion  of  nursing  home  bed  supply  to 
meet  increased  Medicare  SNF  demand.  For  example,  some  hospitals  are  prohibited 
by  CON  barriers  from  converting  excess  acute  care  bed  capacity  to  certified 
nursing  home  status. 

If,  indeed,  the  introduction  of  the  DRG  based  hospital  prospective  payment  system 
does  provide  the  expected  impetus  for  discharging  Medicare  patients  at  the  earliest 
medically  appropriate  date,  then  greater  numbers  of  patients  with  more  intensive 
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care  needs  will  be  seeking  Medicare  SNF  placement.  Currently,  however,  the 
Medicare  SNF  reimbursement  system  fails  to  provide  adequate  incentives  for 
facilities  to  accept  such  increased  numbers  of  heavier  care  patients  who  are  more 
costly  to  serve  because  their  resource  consumption  (e.g.  staff  time,  medical 
equipment  and  supplies)  is  greater  than  average.  Although  the  current  Medicare 
reimbursement  system  reflects  the  actual  cost  to  the  facility  of  providing  needed 
care,  within  payment  limits,  35  percent  of  Medicare  SNFs  are  already  being 
reimbursed  at  these  limits.  The  current  system  discourages  these  facilities  from 
accepting  more  heavy  care  patients  because  they  cannot  obtain  additional  reim- 
bursement to  cover  the  added  costs.  It  has  been  suggested  that  the  Medicare 
reimbursement  system  should  be  changed  to  accommodate  differences  among 
facilities  in  "casemix";  i.e.  the  proportion  of  heavier  care,  more  costly  patients  to 
lighter  care,  less  costly  patients.  With  a  casemix  adjustment  that  accurately 
reflects  variation  in  resource  consumptions,  SNFs  would  be  provided  the  incentive 
(higher  payments)  to  admit  heavier  care  patients.  Chapter  IV  discusses  the 
feasibility  of  developing  such  an  approach. 
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CHAPTER  IV 

CASEMIX  ANALYSIS 

Casemix  adjustment  in  the  form  of  payment  rates  based  on  diagnosis  related  groups 
(DRGs)  is  a  key  element  of  the  prospective  payment  system  for  hospitals  under 
Medicare.  The  development  of  a  prospective  payment  system  for  skilled  nursing 
facilities  (SNFs)  parallel  or  analagous  to  the  hospital  prospective  payment  system 
-  would  likewise  require  the  development  of  a  casemix  measure  to  reflect  the  fact 
that  some  patients  have  heavier  and  more  costly  care  needs  than  others.  In  the 
absence  of  such  a  casemix  adjustment,  the  payment  system  would  contain  perverse 
incentives  biased  against  providing  care  for  sicker  patients.  Indeed  bias  against 
heavier  care  patients  is  a  problem  that  has  been  identified  with  the  current 
payment  system.  For  this  reason,  the  Congressional  request  for  this  study 
particularly  identified  a  need  for  research  into  casemix  measures  that  might  be 
incorporated  into  a  SNF  prospective  payment  system.  This  chapter  discusses  the 
need  for  a  case  mix  adjustor  in  payment  systems  for  skilled  nursing  facilities 
(SNFs)  and  analyzes  specific  issues  and  difficulties  involved  in  developing  a 
casemix  measure  for  Medicare  skilled  nursing  facilities.  Rather  than  advocate  the 
adoption  of  any  particular  casemix  measure,  the  analysis  aims  to  explicate  as  fully 
as  possible  the  pros  and  cons  of  alternative  state-of-the-art  casemix  measures  and 
to  identify  which  among  currently  available  measures  has  the  greatest  statistical 
correlation  with  cost  differences. 

The  relationship  between  resource  use  and  the  type  of  patient  cases  treated  is  of 
major  importance  in  the  design  of  a  Medicare  SNF  prospective  payment  system. 
To  the  extent  that  the  care  of  different  cases  requires  different  amounts  of 
resources,  a  prospective  payment  system  for  SNFs  should  provide  differential 
payment  rates  based  on  patient  characteristics.     Adjustment  of  payment  for 
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casemix  could  enhance  access  to  SNF  care  for  more  severely  ill  patients  because 
providers  would  be  paid  higher  rates  to  care  for  sicker  patients.  If  prospective 
rates  are  set  without  regard  to  casemix,  providers  could  profit  by  admitting  only 
patients  with  the  lowest  resource  needs,  thereby  limiting  access  for  heavy  care 
patients.  Providers  targeting  their  services  to  the  most  disabled  would  be 
disadvantaged  rather  than  rewarded  by  the  system.  The  incorporation  of  casemix 
m  in  a  Medicare  SNF  payment  system  would  be  desirable,  therefore,  to  assure 
equitable  payment  for  care  among  the  providers  of  SNF  services.  The  value  of 
casemix  adjustments  for  Medicare  reimbursement  has  been  recognized  in  the 
recently  implemented  prospective  payment  system  for  hospitals.  Current  SNF 
reimbursement  is  based  on  the  section  223  cost  limits  which  do  not  incorporate 
adjustments  for  casemix  differences  across  participating  facilities. 

This  chapter  which  is  organized  into  two  sections  provides  background  information 
for  considering  the  incorporation  of  casemix  in  the  Medicare  SNF  reimbursement 
system.  The  first  section  highlights  the  findings  of  a  state-of-the-art  review  of 
nursing  home  casemix  literature.  The  second  section  explores  the  information 
available  for  incorporating  a  casemix  measure  into  the  Medicare  SNF  payment 
system. 

A.     Relationships  between  Casemix  and  Resource  Use  in  Nursing  Homes 

This  section  highlights  the  existing  literature  on  casemix  and  nursing  homes.  The 
^discussion  is  based  in  large  part  on  a  study  by  Margaret  Stassen  and  Christine 
Bishop  (1983)  of  the  Brandeis  University  Health  Policy  Consortium.  The  literature 


-78- 


review  was  commissioned  by  HCFA  specifically  for  this  Report.  On  the  basis  of 
the  research  literature  on  casemix  and  nursing  home  resource  utilization,  it 
appears  that  more  complex  "cases  require  more  resources.  Across  the  studies, 
various  measures  of  resource  utilization  were  examined  (e.g.,  cost,  nursing  time, 
aide  time),  and  in  general  the  measures  of  casemix  that  proved  "to  be  good 
predictors  of  resource  use  were  those  reflecting  level  of  patient  disability  (e.g., 
activities  of  daily  living)  and  services  provided  (e.g.,  tube  feeding).  Rarely  was 
admitting  diagnosis  found  to  be  a  comprehensive  determinant  of  resource  use. 
Unfortunately,  for  our  purposes  here,  existing  research  on  nursing  home  casemix 
has  focused  on  Medicaid  patients  or  on  the  general  nursing  home  population. 
Except  for  a  few  new  studies  conducted  specifically  for  this  Report,  reviewed  in 
Chapter  V,  no  casemix  research  has  been  conducted  specifically  on  Medicare  SNF 
patients  or  on  the  differences  between  Medicare  and  non-Medicare  SNF  patients. 
Medicare  and  non-Medicare  SNF  patients  are  on  a  priori  grounds  generally 
different  in  their  subacute  health  care  requirements.  As  such,  the  findings  from 
the  earlier  studies  can  provide  only  indirect  support  for  the  notion  that  casemix  is 
associated  with  resource  consumption  in  the  case  of  Medicare  patients. 

!•      Variables  in  casemix  measures; 

The  key  factor  in  developing  casemix  measures  is  identifying  variables  that  are 
most  able  to  explain  resource  use  in  the  nursing  home  population.  Such  variables 
can  be  (a)  services  received  or  (b).  patient  characteristics  (e.g.,  diagnosis,  func- 
tional levels).  In  general,  patient  characteristics  measures  are  preferable  to 
services  received  measures  because,  as  with  the  fee-for-service  system,  a  payment 
system  that  provides  greater  revenue  for  the  provision  of  more  services  will 
provide  incentives  for  the  provision  of  additional,  perhaps  unnecessary,  services. 
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a.  Diagnosis  has  generally  not  been  found  to  be  a  useful  measure  of  differential 
resource  use  in  long  term  nursing  home  care  (Shaughnessy,  et  al.,  1980;  Bay,  et  al., 
1982).  This  is  because  of  the  presence  in  the  long  term  care  population  of  multiple 
diagnoses  and  the  absence  of  an  indication  of  severity  of  illness.  However,  some 
specific  diagnoses  (e.g.,  severe  neurological  impairment,  anemia,  chronic  respira- 
tory disease,  decubitus  ulcer)  have  been  found  to  be  significant  for  assessment 

-  purposes  for  Medicaid  or  general  long  term  care  patients. 

Since  Medicare  SNF  patients  enter  nursing  homes  for  services  usually  resulting  ^ 
from  specific  acute  conditions,  diagnosis  may  be  a  more  useful  measure  in  this 
context.  Diagnosis  is  of  special  interest  as  a  casemix  adjustment  because  it  is  a 
central  element  of  diagnosis  related  groups  (DRGs),'  the  measure  being  used  to 
differentiate  payment  to  hospitals,  and  it  is  readily  available.  Thus,  it  is  the  only 
measure  that  can  be  used  without  the  collection  and  testing  of  new  data  such  as 
patients'  level  of  disability,  severity  of  illness,  or  services  received.  The  usefulness 
of  DRGs  in  predicting  expenditures  for  services  in  skilled  nursing  facilities  is 
empirically  untested.  Although  we  are  in  the  process  of  testing  the  relationship 
between  DRGs  and  resource  consumption,  it  is  unknown  at  this  time  whether  DRGs  ~X" 
from  prior  hospital  stays  are  valid  and  reliable  measures  of  resource  utilization  in 
skilled  nursing  facilities.  A  preliminary  analysis  of  Medicare  diagnosis  data  as  a 
possible  casemix  measure  is  presented  below  in  section  B.2. 

b.  Specialized  nursing  and  treatments  (e.g.,  tube  feeding)  are  often  incorporated 
into  casemix  measures  either  as  the  basis  of  casemix  measures  (Illinois,  West 
Virginia,  and  Ohio  Medicaid  programs)  or  as  a  means  for  identifying  the  need  for 
highly  specialized  or  resource  intensive  care  along  with  other  patient  character- 
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istics  (Meiners,  et  al.,  1982).  While  many  different  services  have  been  included  in 
existing  Medicaid  casemix  based  reimbursement  systems,  the  most  common  spe 
cialized  nursing  functions  are  decubitus  ulcer  care  and  tube  feeding. 

c»  Functional  ability,  which  measures  people's  ability  in  activities  of  daily  living 
(ADL),  has  been  found  to  be  most  useful  for  differentiating  between  patient  needs 
in  long  term  care.  Substantial  consensus  exists  about  the  items  that  comprise 
ADL,  including  some  combination  of  dressing,  bathing,  toileting,  transfering,  and 
feeding.  Measures  of  ADL  have  been  effective  primarily  because  they  reflect 
personal  care  needs  which  have  been  identified  as  the  predominant  type  of  services 
provided  in  nursing  homes.  Also,  empirical  evidence  exists  that  relates  activities 
of  daily  living  measures  to  cost  of  care  for  nursing  home  patients.  For  example, 
Cameron  and  Knauf  (1982)  found  a  relationship  between  level  of  disability  and 
amount  of  assistance  in  the  general  nursing  home  population.  This  association  may 
be  less  true  for  Medicare  patients  who,  by  definition  of  the  benefit,  require 
intensive  skilled  nursing  and  rehabilitation  care. 

d*  Mental  health  status  measures, .  which  capture  patient  behavior  that  may 
require  additional  staff  attention,  have  been  found  to  be  directly  related  to  hours 
of  care.  McCaffree,  et  al.  (1979)  found  several  measures  of  mental  health  to  have 
significant  relationships  with  contact  time  with  staff,  but  with  less  importance 
than  ADL. 

The  various  categories  of  casemix  variables  discussed  above  each  represent  a  facet 
of  the  total  problem  of  an  individual  entering  nursing  homes.  Moreover,  it  is  often 
the  interaction  of  medical  condition  and  disability  that  normally  determines  the 
care  needed.  The  fact  that  individual  patient  needs  are  not  unidimensional  implies 
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that  a  facility's  casemix  is  correspondingly  not  unidimensional.  While  the  litera- 
ture highlights  the  isolated  effects  of  specific  characteristics  of  nursing  home 
patients,  it  is  important  to  recognize  that  an  assessment  of  casemix  implies  a 
simultaneous  consideration  of  the  various  measures  available.  This  is  because 
variation  in  resource  use  of  patients  with  one  characteristic  (e.g.,*  a  specific 
diagnosis)  is  often  explained  by  other  characteristics  (e.g.,  level  of  disability). 

2.      Relationships  between  patient  characteristics  and  resource  use: 

The  rationale  for  use  of  casemix  adjustments  for  SNF  reimbursement  is  to  account 
for  differing  amounts  of  resources  used  by  various  types  of  patients  because  a 
nursing  home  should  be  paid  higher  rates  for  patients  with  greater  needs. 
Conversely,  facilities  with  less  difficult  patients  requiring  less  services  do  not 
require  the  same  amount  of  resources. 

Two  general  approaches  have  been  employed  to  relate  patient  characteristics  to 
resource  use.  The  first  method  entails  the  classification  of  nursing  home  patients 
into  groups  and  the  estimation  of  resources  (e.g.,  nurse  and  nurse  aide  time) 
required  to  care  for  these  patient  groups.  The  second  method  entails  employing 
facility  casemix  as  an  independent  variable  in  a  multivariate  analysis  with  cost  as 
the  dependent  variable. 

All  classification  studies  found  a  correlation  between  casemix  and  resource  use.  In 
addition,  specific  research  has  been  carried  out  to  develop  casemix  weights  for 
State  Medicaid  reimbursement  systems.  All  of  the  studies,  which  are  listed  in 
Table  21,  focus  on  Medicaid  nursing  home  patients  or  the  general  long  term  care 
population,  rather  than  on  Medicare  SNF  patients.    In  econometric  cost  function 
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analysis,  diagnosis,  independence  in  ADL,  age,  and  death  rate  have  been  used  to 
account  for  differences  in  costs  among  nursing  homes.  Over  one  dozen  econo 
metric  studies,  listed  in  Table  22,  have  been  conducted,  but  the  results  are  mostly 
descriptive  of  the  casemix  of  non-Medicare  patients  since  only  about  two  percent 
of  residents  are  receiving  care  under  the  Medicare  program.  All  studies,  however, 
found  that  differences  in  casemix  were  associated  with  differences  in  resource 
consumption  in  nursing  homes. 

B.     Medleare  Cafemix  and  Resource  Use 

Isolating  the  effects  of  casemix  on  costs  can  provide  a  basis  for  adjusting  Medicare 
payments  that  will  enhance  both  provider  efficiency  and  patient  access.  At  the 
same  time,  quantification  of  the  amount  of  cost  variations  associated  with  casemix 
differences  will  allow  comparisons  across  providers  for  efficiency  and  quality 
differences. 
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Table  21:  Methods  of  Constructing  Case  Mix  Measures 


1.  Patient  Classification  Techniques 

a.  Patient  classification  based  on  resource  use 
Cameron  and  Knauf  (1982)  ("DRG-type") 
McKnight(1967) 

Cavaiola  (1976)  and  Cavaiola  and  Young  (1980) 

b.  Patient  classification  not  based  on  resource  use 
Swearingen  et  al.  (Abt,  1978) 

Wisconsin  PERC  Study  (1979) 

2.  Regression  Analyses 

a.  The  patient  is  the  unit  of  analysis,  independent 
variables  are  all  related  to  casemix 

McCaffree,  et  al.  (Battelle,  1978) 

b.  The  facility  is  the  unit  of  analysis,  independent 
variables  are  all  related  to  casemix 

Washington 
New  York 

c.  The  facility  is  the  unit  of  analysis,  independent 
variables  include  casemix  and  other  variables. 

3.  Service  Use  and/or  Patient  Characteristics 
Weighted  by  Time  Factors  and  Staff  Skill  Level 

a.  Applied  to  complete  spectrum  of  patient  care  needs 

Illinois 
West  Virginia 
Ohio 

Maryland 
.    Meiners  et  al.  (1982) 

b.  Applied  only  to  specific  heavy  care  patients 
Utah 

Massachusetts 


Source: 


Stassen  and  Bishop,  1983. 
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Table  22:  Nursing  Home  Cost  Studies  Including  Patient  Mix  NteftSWfcS 


Author 

Location  Studied 

Date  of  Database 

Skinner  and  Yett 

California 

1969 

Birnbaum  et  al. 

National 

1972 

Freeh  and  Ginsberg 

National 

1972 

Meiners 

National 

1972 

Birmbaum  et  al. 

New  York 

1974-1976 

Menemeyer 

New  York 

1975-1976 

Ullman 

New  York 

1976 

Walsh 

Illinois 

n.d. 

Bishop  (1979) 

Massachusetts 

1973-1975 

Bishop  (1980) 

Massachusetts 

1976 

Pattee 

Iowa 

1976 

Shaughnessy,  et  al. 

Colorado 

1978 

Youket 

Vermont 

1979-1980 

New  York  State 

New  York 

1980-1981 

Studies  that  do  not  use  casemix  measures:  Ruchlin  and  Levy  (Massachusetts), 
Christianson,  Ries  and  Christianson  (Montana),  McConnel  (Texas),  Traxler  (Florida), 
Caswell  and  Cleverly  (Ohio),  Smith  and  Fottler  (California). 


Source:  Stassen  and  Bishop,  1983. 
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As  noted  above,  the  published  research  literature  on  casemix  measures  and  their 
relationship  to  resource  utilization  focuses  exclusively  on  Medicaid  or  general  long 
term  care  patients.  Medicare  SNF  patients  have  rarely  been  the  subject  of  study. 
Thus,  while  the  literature  indicates  that  certain  types  of  casemix  measures  are 
empirically  related  to  resource  use  in  nursing  homes,  findings  from  only  a  few 
studies  are  directly  applicable  to  Medicare  SNF  patients  and  facilities. 

Still  more  data  are  necessary  to  make  patient-specific  casemix  adjustments  for  the 
reimbursement  of  SNFs  under  Medicare.  Additional  information  is  required  both  to 
develop  direct  casemix  measures  and  to  determine  precisely  the  relationship 
between  casemix  and  costs  in  Medicare  participating  SNFs.  Data  currently 
available  for  this  type  of  analysis  are  limited  to  those  Medicare  SNF  data  that  are 
routinely  collected  by  HCFA.  These  data,  which  are  collected  from  patient  stay 
records  and  facility  cost  reports,  provide  indications  of  casemix  related  cost 
variations.  Notably,  they  do  not  include  information  on  measures  that  were  found  to 
be  important  determinants  of  cost  variations  in  the  general  nursing  home  population 
(e.g.,  patients'  functional  disabilities,  services  received). 

This  section  presents,  first,  an  analysis  of  the  relationship  between  proxy  casemix 
measures  based  on  facility  (as  opposed  to  individual  patient)  characteristics  dis- 
cussed in  Chapter  n  (i.e.,  Medicare  as  a  proportion  of  total  facility  days  and 
admissions  per  bed).  The  analysis  demonstrates  that  more  complex  facility  casemix 
corresponds  to  higher  costs.  While  these  results  may  still  be  confounded  by  other 
factors  such  as  provider  efficiency  and  quality,  they  underscore  the  desirability  of 
including  case  mix  considerations  into  the  Medicare  SNF  payment  system.  Such  a 
system  would  ideally  take  account  of  individual  patient  characteristics  in  the 
development  of  a  patient-specific  casemix  measure.  Second,  this  section  examines 
whether  patient  diagnosis  can  be  used  reliably  as  a  casemix  measure. 
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1.      Proxy  Measures  of  Casemix 

The  short-term  rehabilitative  purposes  for  which  Medicare  patients  use  nursing 
homes  suggest  that  they  are  different  than  other  patients  in  the  same  SNFs  who  are 
there  for  "long  term  care".  The  conceptual  basis  for  this  notion  has  been  confirmed 
in  a  study  showing  more  medical  and  rehabilitation  needs  among  Medicare  patients 
,  (Shaughnessy  et  al.,  1983).  The  greater  medical  and  rehabilitation  needs  of 
Medicare  patients  are  likely  to  be  positively  associated  with  more  resource 
consumption  and,  therefore,  higher  costs.  For  this  reason,  we  would  expect 
facilities  with  higher  proportions  of  Medicare  patients  to  have  higher  costs. 
Similarly,  the  short-term  use  of  SNFs  by  more  costly  rehabilitation  patients  suggests 
that  costs  should  be  positively  associated  with  increased  admissions  per  bed.  Thus, 
percent  of  Medicare  patient  days  as  a  proportion  of  total  days  in  Medicare  certified 
beds  and  admissions  per  bed  may  be  indicator  measures  of  a  facility's  casemix. 
Facilities'  scores  on  these  variables  may  indicate  the  degree  to  which  they  are 
oriented  towards  short-term  rehabilitative  care  (covered  by  Medicare)  as  opposed  to 
maintenance  care  for  chronic  conditions  (not  covered  by  Medicare).  They  are 
"proxy"  measures  in  that  they  do  not  directly  measure  patient  characteristics. 
However,  to  the  extent  that  they  are  correlated  with  direct  measures  of  patient 
needs  and  characteristics,  these  surrogate  measures  can  help  to  differentiate 
facilities  by  their  casemix  complexity. 

Higher  cost  facilities  tend  to  have  higher  proportions  of  Medicare  patient  days  in 
certified  beds  than  do  lower  cost  facilities.  As  shown  in  Table  23,  14  percent  of  the 
facilities  with  average  routine  operating  per  diem  costs  of  greater  than  $45  (the 
median  FY  1983  per  diem  cost)  have  40  percent  or  more  of  their  Medicare  certified 
beds  occupied  by  Medicare  patients;  less  than  3  percent  of  the  facilities  with  costs 


-87- 


Table  23:  Distribution  of  Skilled  Nursing  Faettities 
by  Routine  Operating  Costs,  by  Percent  of  Total  Inpatient 
Days  that  are  Medicare  Days*  FY 


Routine  Operating  Costs 


Percent  Medicare 

Under  $45.00 

$45.00  and  Over 

Total 

Number 

Percent 

Number 

Percent 

Number 

Percent 

Under  5% 

1,040 

59.56 

785 

44.96 

1,825 

52.26 

5.00%  -  19.99% 

532 

30.47 

457 

26.14 

989 

28.33 

20.00%  -  39.99% 

127 

7.27 

253 

14.49 

380 

10.88 

40.00%+ 

47 

2.69 

251 

14.38 

298 

8.53 

Total 

1,746 

100.00 

1,746 

100.00 

3,492 

100.00 

Source:  Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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under  the  $45  average  have  a  similar  Medicare  occupancy  rate.  Viewed  another 
way,  of  the  300  facilities  that  have  40  percent  or  more  of  their  total  patient  days 
that  are  Medicare  days,  84  percent  are  in  the  higher  cost  category. 

The  regression  analysis  of  costs  presented  in  Chapter  II  also  demonstrates  the 
effects  of  percent  Medicare  days  on  costs.  That  analysis  showed  that  the  percent 
of  Medicare  certified  days  was  a  highly  significant  variable  and  that  each  percent 
change  in  Medicare  certified  days  was  positively  associated  with  an  increased  total 
cost  per  day  of  $.46.  The  effect  of  the  percent  of  Medicare  days  on  costs  is 
highlighted  in  a  regression  analysis  in  which  percent  Medicare  days  was  treated  as 
a  discrete  variable,  breaking  it  into  ranges.  The  results  of  this  analysis,  presented 
in  Table  24,  show  that  facilities  with  more  than  40  percent  Medicare  days  have 
costs  that  are  $26  per  day  higher  than  facilities  with  less  than  5  percent  Medicare 
days. 

The  results  of  this  analysis  of  the  effect  of  the  percent  Medicare  days  on  costs  is 
consistent  with  Shaughnessy  et  al.'s  (1983)  finding  that  the  resource  need  charac- 
teristics of  Medicare  patients  differ  from  those  of  other  patients  who  may  use  the 
same  facility.  Since  the  per  diem  costs  of  individual  facilities  reflect  the  casemix 
of  all  users  of  certified  beds  (i.e.,  total  costs  divided  by  Medicare  and  non- 
Medicare  patient  days),  these  findings  suggest  that  the  proportion  Medicare  days 
may  be  an  important  indicator  of  casemix  in  a  payment  system. 

A  second  proxy  measure  of  facility  casemix  is  the  number  of  admissions  per  bed. 
The  higher  the  number  of  admissions  per  bed,  the  greater  the  likelihood  that 
facilities  provide  more  short-term  rehabilitative  care.  The  relationship  between 
admissions  per  bed  and  cost  is  clearly  shown  in  Table  25  which  divides  the  certified 
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SNFs  by  median  routine  operating  costs  per- diem  ($45).  For  example,  among  the 
lower  cost  facilities,  eight  percent  had  a  turnover  rate  of  six  or  more  admissions 
per  bed.  In  contrast,  20  percent  of  the  higher  cost  facilities  had  high  turnover  rates 
of  six  or  more  admissions  per  bed.  Moreover,  in  the  regression  analysis  present  in 
Chapter  n,  admissions  per  bed  has  an  independent  effect  on  cost  per  day  after  the 
proportion  Medicare  days  is  controlled.  Each  additional  admission  per  bed  was 
equivalent  to  an  increase  of  $.40  per  day  in  total  costs. 

In  summary,  on  a  facility  level  the  proxy  casemix  measures  of  proportion  of 
Medicare  days  to  total  facility  days  and  facility  turnover  rates  are  positively  related 
to  costs.  That  is,  facilities  with  a  higher  proportion  of  Medicare  days  and  higher 
admissions  per  bed  have  higher  costs. 

2.  Diagnosis 

While  the  prior  research  on  nursing  home  casemix  suggests  that  diagnosis  per  se  is 
not  a  comprehensive  measure  of  casemix,  two  factors  indicate  that  an  additional 
assessment  of  this  characteristic  of  nursing  home  patients  is  desirable.  First,  the 
Medicare  SNF  benefit  was  designed  to  function  as  a  substitute  for  inpatient  hospital 
care,  and  the  Medicare  SNF  patient  is  expected  to  use  nursing  homes  for  short-term 
restorative  care  rather  than  for  long  term  care.  Diagnosis  may,  therefore,  be  a 
better  predictor  of  resource  use  among  Medicare  patients  than  among  Medicaid  or 
private  pay  patients  who  use  nursing  homes  for  long  term  care.  Second,  diagnosis  is 
essentially  the  only  Medicare  SNF  patient  characteristic  outside  of  age  and  sex  that 
is  currently  being  routinely  collected.  Hence,  the  feasibility  of  incorporating 
casemix  in  a  prospective  payment  system  at  this  time  will  be  determined,  to  a  large 
degree,  by  the  utility  of  diagnosis  as  a  casemix  measure.    In  the  following,  we 


Tabls  24i  Percent  Medicare  Days  As  Discrete  Variables*:  FY  1980 


Dependent  Variables 


Percent 
Medicare 
Days 

Total 
Cost+ 

Routine 
Operating 
Cost+ 

Medicaid 
Ancillary 
Cost+ 

■ 

Capital 

5.00-9.99 

$  2.91 

$  -0.09 

$  2.80 

$0.20 

(2.81) 

(-0.12) 

(5.64) 

(1.40) 

10.00-19.99 

5.44 

1.64 

3.48 

0.32 

(4.64) 

.  (1.93) 

(6.20) 

(1.96) 

20.00-39.99 

6.75 

2.09 

4.32 

0.34 

(4.94) 

(2.12) 

(6.60) 

(1.82) 

40.00-100.00 

26.08 

15.21 

9.30 

1.56 

(16.49) 

(13.31) 

(12.28) 

(7.17) 

T-Statistic  is  given  in  parenthesis 

*  With  controlling  RURAL,  PROP,  NP,  WAGE,  APB,  OCC  80,  DP,  HB,  and  CH  (See  Chapter  II). 
+    Compared  to  facilities  with  0.00-4.99  percent  Medicare  days. 


Source:  Urban  Institute  Medicare  Cost  Study,  1983. 
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Table  25 

Annual  Admissions  Per  Bed, 
High  and  Low  Cost  Homes:    FY  1980 


Routine  Operating  Costs 


Admissions 

Under 

$45.00+ 

$45.00 

and  Over+ 

Total 

Per  Bed* 

Number 

Percent 

Number 

Percent 

Number 

Percent 

0  -  .99 

541 

30.98 

686 

39.29 

1,227 

35.14 

1.00  -  2.99 

855 

48.97 

457 

26.17 

1,312 

37.58 

3.00  -  5.99 

218 

12.48 

251 

14.37 

469 

13.43 

6.00+ 

132 

7.56 

352 

20.16 

484 

13.86 

Total 

1,746 

100.00 

1,746 

100.00 

3,492 

100.00 

♦Estimated  FY  1983  costs. 

+Includes  both  Medicare  and  non-Medicare  admissions. 
Source:    Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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review  Medicare  program  data  on  the  relationship  between  diagnosis  and  length  of 
stay,  Medicare  payment  per  day,  and  charges  per  day. 

If  diagnosis  were  a  good  casemix  measure  (i.e.,  were  a  good  predictor  of  resource 
utilization),  then  length  of  stay  and  cost  per  day  by  diagnosis  should  vary 
substantially  across  diagnoses  and  relatively  little  within  diagnoses.  For  a  given 
„  diagnosis  the  standard  deviation  (i.e.,  the  measure  of  dispersion  around  the  mean) 
should  be  small  relative  to  the  mean.  In  a  "normal"  statistical  distribution,  for 
example,  two-thirds  of  all  cases  would  have  costs  per  day  or  lengths  of  stay  plus  or 
minus  one  standard  deviation  of  the  mean.  Thus,  the  smaller  the  ratio  of  the 
standard  deviation  to  the  mean,  the  smaller  the  range  necessary  to  encompass  two- 
thirds  of  the  cases  and  the  better  the  casemix  measure  (e.g.,  diagnosis)  is  in 
discriminating  among  cases. 

Table  26  presents  the  17  most  prevalent  primary  diagnoses  among  Medicare  SNF 
admissions  in  1980;  these  diagnoses  account  for  50  percent  of  all  Medicare  SNF 
admissions.  The  two  most  common  diagnoses  in  1980  were  cerebrovascular  disease 
(13.4  percent)  and  fracture  of  an  unspecified  part  of  the  neck  of  the  femur  (11.9 
percent).  The  third  most  common  diagnosis,  congestive  heart  failure,  comprised 
only  3.6  percent  of  the  total  admissions  indicating  the  relatively  small  frequency  of 

c 

other  specific  diagnoses  relative  to  the  top  two.  Approximately  half  of  the  other 
specific  diagnoses  accounted  for  less  than  one  percent  of  admissions  each.  The 
frequency  distribution  of  admissions  by  diagnosis  has  an  important  implication  for 
considerations  of  a  diagnosis-based  casemix  adjustment.  While  differences  in 
average  length  of  stay  (LOS),  charge  per  day,  and  payment  per  day  exist  among 
diagnoses,  such  variations  may  not  be  important  for  measuring  casemix  if  the 
greatest  differences  are   found  between   diagnoses  which  are  associated  with 
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Table  26:  Medicare  SNF  Admissions  by  Most  Prevateftt 
Diagnoses:  Calendar  Year  1980 

Dx  Diagnosis  Percent        Length  Charge/  Reimburse- 

(ICD-9)  Admissions      of  Stay  .Day  ment/Day* 


4obX 

Cerebrovascular  disease 

13.4% 

$  35 

$76 

$41 

f  A1  \ 

\io) 

8208 

Unspecified  part  of  neck 

11.9 

34 

73 

42 

of  femur,  closed 

(25) 

(39) 

(30) 

4280 

Congestive  heart  failure 

3.6 

22 

70 

41 

(  90  \ 

(  a  a  ^ 
v44; 

(28) 

4140 

Coronary  atherosclerosis 

2.7 

26 

64 

36  ~~ 

• 

(25) 

(33) 

(23) 

2500 

Diabetes  mellitus 

2.0 

31 

67 

37 

(28) 

(42) 

(73) 

486x 

Pneumonia 

1.8 

23 

66 

37 

(23) 

(42) 

(29) 

8202 

Pertrochanteric  fracture,  closed 

1.6 

36 

72 

41 

(26) 

(36) 

(27) 

496x 

Chronic  airway  obstruction 

1.5 

23 

79 

42 

(23) 

(55) 

(29) 

8210 

Shaft  or  unspecified  part,  closed 

1.4 

37 

75 

42 

(27) 

(40) 

(30) 

5J990 

Urinary  tract  infection 

1.2 

26 

58 

34 

\£7>  ) 

3109 

Mental  disorders  following  brain 

1.2 

29 

60 

33 

(28) 

(33) 

(23) 

1629 

Malignant  neoplasm  of  bronchus 

1.1 

22 

74 

44 

and  lung 

(22) 

(50) 

(27) 

7368 

Deformities  of  other  parts  of 

1.1 

38 

79 

48 

limbs 

(29) 

(49) 

(37) 

7070 

Decubitus  ulcer 

1.1 

43 

75 

41 

(33) 

(49) 

(28) 

v549 

Unspecified  orthopedic  aftercare 

1.0 

35 

80 

47 

(27) 

(42) 

(35) 

7159 

Osteoarthrosis 

0.8 

23 

91 

54 

(21) 

(51) 

(39) 

7999 

Unknown 

2.7 

17 

87 

56 

(16) 

(59) 

(38) 

All  others 

49.1 

27 

74 

43 

(25) 

(47) 

(34) 

Total 

100.0 

$  29 

$74 

$42 

(278,849) 

(26) 

(45) 

(33) 

*  Does  not  include  beneficiary  cost  sharing. 
Standard  deviations  in  parentheses. 

Source:  Health  Care  Financing  Administration,  Bureau  of  Data  Management  and  Strategy. 


-93- 


relatively  few  admissions.  To  explore  this  issue,  we  weighted  the  average  charge 
per  day  and  payment  per  day  for  each  diagnosis  by  its  corresponding  frequency  to 
determine  how  variable  these  measures  would  be  if  payment  were  based  on 
diagnostic  groups. 

The  mean  covered  lengths  of  stay  of  the  17  most  prevalent  diagnoses  are  also  shown 
-  in  Table  26.  The  mean  LOS  for  all  of  the  admissions  in  1980  was  29  days  with  a 
standard  deviation  of  26  days.  The  range  in  average  LOS  was  between  22  days  for 
malignant  neoplasm  of  bronchus  and  lung  and  congestive  heart  failure  and  43  days 
for  decubitus  ulcer.  The  LOS  within  each  diagnosis  varied  dramatically,  as  reflected 
by  the  large  standard  deviations.  For  all  of  the  most  prevalent  diagnoses,  the 
standard  deviations  are  about  equal  to  the  means.  This  result  implies  that  for  a 
given  diagnosis  with,  for  example,  a  mean  LOS  of  30  days,  two-thirds  of  the  cases 
would  have  lengths  of  stay  ranging  between  1-60  days.  These  results  indicate  that 
LOS  varies  considerably  around  the  average  for  any  given  diagnosis,  particularly 
since  the  possible  range  of  LOS  is  only  1-100  days  because  of  coverage  limits. 

The  mean  total  charge  per  covered  day  in  1980  was  $74.  Among  the  most  prevalent 
diagnoses  in  Table  26,  the  average  charge  per  day  ranged  from  a  low  of  $58  for 
urinary  tract  infection  to  a  high  of  $91  for  osteoarthrosis.  The  standard  deviations 
within  specific  diagnoses  for  charge  per  day  were  approximately  60  percent  of  the 
mean  indicating  substantial  heterogeneity  in  charges  within  diagnoses.  Moreoever, 
when  the  diagnosis  specific  charges  per  day  are  weighted  by  the  frequency  of  cases 
with  the  corresponding  diagnosis,  most  of  the  admissions  (61  percent)  fall  within  5 
percent  of  the  overall  national  average  per  diem  charge. 
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The  average  reimbursement  per  day  in  1980  was  $42,  with  a  range  among  the  most 
prevalent  diagnoses  of  $33  for  mental  disorders  following  brain  damage  to  $54  for 
osteoarthrosis.  The  standard  deviations  within  specific  diagnoses  for  reimbursement 
per  day  were  approximately  75  percent  of  the  mean  indicating  substantial  hetero- 
geneity in  payment  amount  for  cases  with  the  same  diagnosis.  Similar  to  the 
situation  with  charge  per  day,  weighting  the  diagnosis  specific  payment  per  day  by 
.  corresponding  numbers  of  cases  results  in  most  of  the  cases  (71  percent)  falling 
within  5  percent  of  the  overall  national  average  payment  per  day. 

Beyond  the  variability  in  the  relationships  between  primary  diagnosis  and  LOS, 
charge  per  day,  and  payment  per  day  discussed  above,  we  explored  the  potential 
effects  of  (a)  the  presence  of  a  secondary  diagnosis  and  (b)  the  possibility  that 
certain  diagnoses  resulted  in  longer  than  average  lengths  of  stay.  Neither  of  these 
analyses  provided  additional  insights  on  which  a  potential  diagnosis-based  casern ix 
adjustment  could  be  developed.  The  presence  of  secondary  diagnoses  was  examined 
to  determine  if  LOS,  charges,  and  payments  varied  for  admissions  with  and  without 
recorded  secondary  diagnoses.  Our  findings  indicated  that  this  variable  was  not 
significant.  The  frequency  of  specific  diagnoses  among  patients  that  had  91-100 
Medicare  covered  days  is  similar  to  those  in  the  total  cohort. 

These  general  findings  about  diagnoses  are  consistent  with  a  preliminary  multi- 
variate regression  analysis  of  SNF  charges  and  Medicare  covered  days  per  stay. 
Using  individual  patient  stay  records,  the  analysis  found  that  diagnosis  consistently 
explained  only  six  percent  or  less  of  the  variance  in  charges  per  stay,  charges  per 
day,  and  covered  days  per  stay. 

In  summary,  these  findings  suggest  that  variations  in  resource  use  appear  to  be  as 
great  among  patients  with  the  same  diagnosis  as  they  are  among  patients  with 


-95- 


different  diagnoses.  When  cases  are  grouped  by  diagnosis,  charge  per  day  and 
payment  per  day  for  most  of  the  admissions  are  very  close  to  the  national  averages, 
indicating  that  SNF  diagnosis  does  not  explain  resource  use  in  a  vast  majority  of  the 
cases.  It  is  apparent  that  other  factors  such  as  disability  affect  the  broad 
distributions  in  LOS,  charges,  and  reimbursements  per  day.  In  addition,  preliminary 
analyses  indicate  that  great  variations  exist  across  States,  and  among  hospitals 
..within  a  state,  in  the  proportion  of  hospital  patients  with  a  given  diagnosis  who  are 
admitted  to  a  SNF.  The  causes  underlying  these  variation  are  currently  unspecified 
but  may  include  SNF  bed  availability,  physician  practice  patterns,  home  health 
agency  availability,  and  an  emphasis  on  use  of  intermediate  care  facilities. 

C.     Summery?  Incorporating  Casern ix  in  Prospective  Payment  for  SNFs  under  Medicare 

This  chapter  has  reviewed  research  on  the  effects  of  casern  ix  on  the  consumption  of 
resources  in  nursing  homes  and  examined  the  possibilities  of  using  routinely 
collected  data,  such  as  diagnoses,  to  measure  casemix  in  Medicare  SNFs.  The 
research  literature  on  the  allocation  of  care  resources  (e.g.,  nursing  hours)  to 
patients  indicates  that  on  average  more  resources  are  being  provided  to  high  need 
patients.  This  results  in  a  desirable  cost  differential  for  facilities  serving  high  need 
patients  and  suggests  that  casemix  is  associated  with  cost  in  nursing  homes. 

While  the  conceptual  justification  for  including  casemix  adjustments  in  any  SNF 
prospective  payment  system  under  Medicare  is  sound,  the  method  by  which  it  can  be 
accomplished  at  this  time  is  limited  by  available  information.  Our  review  of  the 
literature  on  casemix  determinants  of  resource  consumption  indicates  that  levels  of 
disability  and  service  requirements  are  important  determinants  of  resource  use  in 
long  term  care.  However,  since  the  only  patient  casemix  data  reported  by  providers 
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at  the  present  time  is  diagnosis  —  and  DRGs  are  based  largely  on  diagnosis  —  an 
examination  of  the  potential  utility  of  diagnosis  as  a  casern ix  measure  was 
performed  using  Medicare  data.  The  results  suggested  that  there  is  very  wide 
variation  in  the  length  of  stay,  payment,  and  charge  amount  among  Medicare  SNF 
patients  with  the  same  diagnosis.  The  implication  of  this  finding  is  that  diagnosis 
pjr  se  would  not  be  a  good  discriminator  of  costs,  since  there  are  likely  to  be  other 
.  factors  working  in  conjunction  with  diagnosis  to  create  such  wide  variations  in  both 
resource  utilization  and  costs.  As  another  facet  of  this  analysis,  we  found  that  if 
diagnosis  were  to  be  employed  as  the  casemix  measure  in  a  prospective  payment 
system  the  result  would  be  that  71  percent  of  the  Medicare  SNF  admissions  would 
be  paid  about  the  national  average  for  all  cases.  Hence,  the  greatest  variations 
between  diagnoses  occur  for  those  diagnoses  associated  with  relatively  few 
Medicare  SNF  admissions. 

The  key  issue  in  the  assessment  of  a  possible  casemix  measure  for  Medicare  SNFs  is 
the  extent  to  which  casemix  affects  costs.  Differences  in  costs  across  facilities 
participating  in  the  Medicare  SNF  program  reflect  casemix  differences,  but  could 
also  reflect  their  ability  to  provide  care  efficiently.  The  information  necessary  to 
produce  definitive  answers  is  currently  not  available.  In  contrast  to  our  recom- 
mendation for  hospital  prospective  payment  based  on  DRGs,  we  do  not  currently 
have  a  tested  patient-specific  casemix  adjustment  for  Medicare  SNF  payments. 

We  did  find  that  the  proportion  of  Medicare  patient  days  to  total  facility  days  was 
positively  associated  with  cost,  suggesting  that  Medicare  patients  require  greater 
resources  than  non-Medicare  patients.  This  factor  is  conceptually  consistent  with 
the  nature  of  the  Medicare  SNF  benefit,  which  is  to  provide  skilled  nursing  or 
rehabilitative  care  for  individuals  who  would  otherwise  require  continued  and  higher 
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cost  hospital  care.  Likewise,  it  is  consistent  with  the  long  term  care  purposes  for 
which  non-Medicare  patients  use  nursing  homes.  Of  equal  importance  in  terms  of 
practical  casemix  adjustment*,  HCFA  currently  collects  the  information  necessary  to 
construct  this  variable  for  all  participating  SNFs.  Our  assessment  of  the  available 
data  suggests  that  a  casemix  adjustment  based  on  the  proportion  of  Medicare  days 
may  be  the  most  efficacious  proxy  measure  available  at  this  time. 
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CHAPTERV 

nOmtAUBASED  AND  FREESTANDING  SKILLED  NURSING  FACILITIES 

Costs  in  hospital-based  skilled  nursing  facilities  in  1981  were  approximately  twice 
those  of  freestanding  facilities.  Believing  that  this  differential  was  not  justified, 
Congress,  as  part  of  TEFRA  in  1982,  mandated  that  Medicare  pay  no  more  for 
skilled  nursing  facility  care  than  would  be  paid  using  only  the  cost  experience  of 
freestanding  facilities.  However,  concerned  about  the  possibility  that  the  higher 
costs  of  hospital-based  facilities  were  due  to  their  care  of  sicker  patients'," 
Congress  later  postponed  the  implementation  of  the  single  reimbursement  limit  and 
mandated  the  Department  of  Health  and  Human  Services  to  study  whether  the 
casemix  differences  between  hospital-based  and  freestanding  facilities  justified  the 
differences  in  cost.  In  the  recently  enacted  Deficit  Reduction  Act  of  1984, 
Congress  effectively  rescinded  the  TEFRA  single  reimbursement  limits  and  pre- 
scribed new  limits.  It  also  reiterated  its  mandate  for  a  study  on  possible  casemix 
differences  between  hospital-based  and  freestanding  SNFs. 

As  required  by  section  605  of  the  Social  Security  Amendments  of  1983  and  section 
1888  of  the  Deficit  Reduction  Act,  this  chapter  examines  the  differences  in 
casemix  between  hospital-based  and  freestanding  skilled  nursing  facilities.  This 
chapter  presents  relevant  program  data  and  reviews  findings  from  six  outside 
studies  on  casemix  in  hospital-based  and  freestanding  facilities.  Based  on  program 
data  and  the  outside  studies  commissioned  for  this  Report,  it  appears  that  hospital- 
based  facilities  tend  to  serve  more  severely  ill  patients  (i.e.,  have  a  more  difficult 
casemix)  than  do  freestanding  facilities.  Casemix  differences,  however,  explain 
only  a  portion  of  the  cost  differences  between  the  two  types  of  facilities. 
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A.  Background 

1.      Reimbursement  Policies  Prior  to  the  Deficit  Reduction  Act  of -1984 

Section  223  cost  limits  for  SNFs  were  first  implemented  on  October  1,  1979. 
Beginning  with  the  initial  implementation  of  section  223  limits  on  SNF  inpatient 
routine  costs,  separate  reimbursement  limits  were  applied  to  hospital-based  and 
freestanding  SNFs.  These  limits  were  derived  separately  for  hospital-based  and 
freestanding  facilities  on  the  basis  of  the  cost  reports  submitted  by  the  two  types- 
of  providers.  These  separate  limits  were  implemented  because  hospital-based  SNFs 
commented  that  their  higher  incurred  costs  were  due  to  the  allocation  of  overhead 
costs  required  by  the  Medicare  reimbursement  principles  and  higher  intensity  of 
care. 

The  separate  limits  were  maintained  until  section  102  of  TEFRA  (P.L.  97-248) 
mandated  a  change  to  a  single  set  of  limits  based  on  freestanding  SNF  costs.  The 
single  set  of  limits  became  effective  for  periods  beginning  on  or  after  October  1, 
1982.  The  underlying  assumption  of  this  statutory  change  was  that  hospital-based 
and  freestanding  facilities  provided  the  same  service  to  the  same  set  of  patients. 

The  Conference  Report  for  P.L.  97-248  specified  that  exceptions  could  be  made  on 
the  basis  of  legitimate  differences  in  hospital-based  and  freestanding  SNFs,  such  as 
more  complex  casemix  and  overhead  allocation  costs  for  hospital-based  SNFs.  In 
order  to  determine  if  any  add-on  to  the  single  limits  was  appropriate  for  hospital- 
based  facilities,  HCFA  investigated  the  relationships  between  Medicare  cost 
allocation  rules  and  the  higher  hospital-based  SNF  costs.  The  results  of  this  study 
indicated  that  some  portion  of  the  cost  difference  between  hospital-based  and 
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freestanding  SNFs  was  attributable  to  overhead  -allocations  resulting  from  Medi- 
care reimbursement  principles.  This  factor  accounted  for  8.8  percent.of  the  higher 
routine  operating,  costs  of  hospital-based  SNFs  in  urban  areas  and_-7.5  percent  of 
the  higher  routine  operating  costs  in  rural  areas.  Adjustments  in  the  reimburse- 
ment for  hospital-based  facilities  were  made  according  to  this  finding.  HCFA  did 
not  routinely  adjust  for  potential  cost  differences  due  to  casemix  because  of  the 
lack  of  reliable  data  on  which  to  base  such  adjustments. 

Concerned  about  the  possible  adverse  effects  on  hospital-based  SNFs  of  the  single-, 
limit,  Congress,  in  section  605  of  the  Social  Security  Amendments  of  1983  (P.L.  98- 
21),  postponed  the  effective  date  of  the  single  limits  until  October  1,  1983.  It  also 
mandated  the  Department  of  Health  and  Human  Services  to  study  the  effect  which 
the  provision  "would  have  on  hospital-based  skilled  nursing  facilities,  given  the 
differences  (if  any)  in  the  patient  populations  served  by  such  facilities  and  by 
community-based  skilled  nursing  facilities." 

2.      The  Deficit  Reduction  Act  of  1984 

The  recently  enacted  Deficit  Reduction  Act  of  1984  effectively  rescinded  TEFRA's 
single  reimbursement  limits  by  providing  that,  for  cost  reporting  periods  beginning 
on  or  after  October  1,  1982,  and  prior  to  July  1,  1984,  "the  cost  limits  for  routine 
services  for  urban  and  rural  hospital-based  skilled  nursing  facilities  shall  be  112 
percent  of  the  mean  of  the  respective  routine  costs  for  urban  and  rural  hospital- 
based  skilled  nursing  facilities."  For  periods  on  or  after  July  1,  1984,  the  Act 
specified  that  the  reimbursement  limits  for  urban  and  rural  hospital-based  SNFs 
respectively,  should  be  equal  to  the  sum  of  the  corresponding  limits  for  free- 
standing SNFs  plus  50  percent  of  the  amount  by  which  112  percent  of  the  mean  per 
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diem  routine  service  costs  for  hospital-based  SNFs  exceeds  the  limit  for  free- 
standing SNFs.  In  addition,  the  Deficit  Reduction  Act  provided  for  the  recognition, 
as  reasonable  cost,  of  the  portion  of  cost  differences  between  hospital-based  and 
freestanding  SNFs  attributable  to  overhead  allocation  from  Medicare  reimburse- 
ment principles,  notwithstanding  the  limits  on  routine  service  costs.  The  Deficit 
Reduction  Act's  SNF  reimbursement  provisions  superceded  TEFRA's  single  limit 
provision,  and  effectively  extended  the  pre-TEFRA  dual  limits  to  July  1,  1984. 

3.      Impact  of  TEFRA  and  Deficit  Reduction  Act  Limits  on  Hospital-Based  SNFs 

Section  102  of  TEFRA  required  that  Medicare  reimbursements  for  hospital-based 
SNFs  be  subject  to  the  section  223  cost  limits  of  freestanding  SNFs.  Since  the 
average  routine  operating  costs  of  freestanding  facilities  is  considerably  lower  than 
that  of  their  hospital-based  counterparts,  the  impact  of  TEFRA  on  reimbursement 
to  hospital-based  SNFs  would  be  expected  to  be  substantial.  The  magnitude  of 
TEFRA's  and  the  Deficit  Reduction  Act's  impact  on  hospital-based  SNFs  is 
illustrated  by  Table  27  which  presents  the  estimated  1984  Medicare  revenues  to 
hospital-based  SNFs  under  three  scenarios:  (1)  when  reimbursements  for  hospital- 
based  and  freestanding  SNFs  are  based  on  112  percent  of  their  respective  average 
routine  operating  costs  (pre-TEFRA — dual  limits);  (2)  when  freestanding  and 
hospital-based  SNFs  are  reimbursed  on  the  basis  of  112  percent  of  the  average 
routine  operating  costs  of  freestanding  SNFs  including  a  small  hospital  overhead 
allocation  add-on  adjustment  (TEFRA)  and  (3)  when  reimbursement  for  hospital- 
based  SNFs  are  based  on  112  percent  of  the  average  routine  operating  costs  of 
freestanding  SNFs  plus  50  percent  of  the  amount  by  which  112  percent  of  the  mean 
costs  for  hospital-based  SNFs  exceeds  the  limit  for  freestanding  SNFs  and  an  add- 
on for  overhead  allocation  (Deficit  Reduction  Act). 
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f&U  27*  Estimated  Impact  on  Hospital-Based  SNFs 
of  Various  Cost  Limits:  FY  1984* 


 Hospital-Based  SNFs  Freestanding  SNFs 

Dual  Single  Freestanding       Single  and 

Limitsl  Limits2  plus  50%3        Dual  Limits^ 


Medicare  Revenues  Before  $302  mil.  $302  mil.  $302  mil.  $554  mil. 

Imposition  of  Limits** 

Medicare  Revenues  After  $266  mil.  $193  mil.  $236  mil.  $516  mil. 

Imposition  of  Limits  Tn 

Dollar  Loss  as  a  Result  $  36  mil.  $109  mil. '  $  66  mil.  $  38  mil. 
of  Limits 

Percent  Dollar  Loss  as  12%                  36%  22%  7% 
a  Result  of  Limits 

No  effect  68%                   16%  48%  74% 

I-  10%  11                     14  12  11 

II-  20%  8  17  14  1 
21+%  _L3  _53  _26  8 
Total  100%                  100%  100%  100% 

*    Estimated  full-year  impact.  No  phase-in  by  provider  accounting  year,  no  cash  lags,  and 
no  exceptions. 

**  Inclusive  of  cost  sharing. 

1.  Dual  Limits  refers  to  section  223  limits  calculated  separately  for  hospital-based  and 
freestanding  facilities. 

2.  Single  Limits  refers  to  section  223  limits  calculated  using  only  the  costs  of  freestanding 
facilities.  Hospitals  receive  an  add-on  for  increased  costs  due  solely  to  Medicare  alloca- 
tion principles. 

3.  Freestanding  plus  50  percent  refers  to  section  223  limits  calculated  using  the  costs  of 
freestanding  facilities  plus  50  percent  of  the  amount  by  which  112  percent  of  the  mean 
costs  of  hospital-based  SNFs  exceeds  the  limit  for  freestanding  SNFs.  Hospitals  receive 
an  add-on  for  increased  costs  due  solely  to  Medicare  allocation  principles. 

4.  Freestanding  facilities  have  the  same  223  ceilings  under  both  dual  and  single  limits. 


Source:  Urban  Institute  Medicare  SNF  Cost  Study,  1983. 


-103- 


The  expected  Medicare  revenues  for  hospital-based  facilities  would  have  been  $266 
million  when  reimbursement  is  based  on  the  average  costs  of  the  hospital-based 
facilities.  After  TEFRA,  the  Medicare  revenues  to  hospital-based  SNFs  would  have 
totaled  $193  million.  Hence,  the  full  impact  of  the  TEFRA  single  limits  on 
hospital-based  SNFs  is  a  $73  million  dollar  loss  in  Medicare  revenues.  The 
percentage  dollar  loss  to  the  hospital-based  SNFs  increased  from  12  percent  to  36 
percent.  The  percentage  dollar  loss  to  freestanding  facilities  is  7  percent. 

Table  27  also  presents  the  distribution  of  hospital-based  SNFs  by  the  amount  of 
dollar  loss.  While  68  percent  of  these  SNFs  did  not  experience  dollar  losses  when 
cost  limits  were  based  on  the  experience  of  hospital-based  facilities,  this  per- 
centage drops  to  16  percent  under  single  limits.  Moreover,  while  13  percent  of  the 
hospital-based  SNFs  experienced  a  dollar  loss  that  exceeded  21  percent  of  their 
costs  before  TEFRA,  53  percent  of  the  facilities  will  experience  dollar  losses  of 
this  magnitude  under  single  limits.  On  the  other  hand,  8  percent  of  the 
freestanding  facilities  experience  a  loss  of  this  order. 

jif>  The  Deficit  Reduction  Act's  reimbursement  provisions  increase  Medicare  revenues 
for  hospital-based  SNFs  relative  to  the  amounts  allowable  under  TEFRA's  single 
limits,  but  hospital-based  SNFs  still  receive  less  reimbursement  than  they  would 
have  under  the  pre-TEFRA  dual  limits.    Column  3  in  Table  27  shows  that  the 
Medicare  revenues  to  hospital-based  SNFs  would  total  $263  million,  resulting  in  a 
dollar  loss  of  $30  million  in  comparison  to  the  $73  million  loss  under  TEFRA.  The 
percentage  dollar  loss  to  hospital-based  SNFs  decreases  from  36  percent  under 
TEFRA  to  22  percent  under  the  Deficit  Reduction  Act.  In  addition,  48  percent  of 
hospital-based  facilities  would  experience  no  loss  in  Medicare  revenues  under  the 
Deficit  Reduction  Act  in  contrast  to  only  16  percent  with  no  losses  under  TEFRA. 
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4.      Medicare  Utilization  and  Costs 

Of  the  3,500  Medicare  participating  SNFs  with  sufficient  numbers. of  Medicare 
patients  to  submit  cost  reports  to  HCFA  in  1980,  14  percent  are  hospital-based 
facilities.  These  488  hospital-based  facilities  are  equally  divided  between  urban  and 
rural  settings,  in  contrast  to  freestanding  SNFs  which  are  located  predominantly  (79 
percent)  in  urban  areas.  Table  28  shows  that  7  percent  of  the  participating  SNFs  in 
urban  areas  are  hospital-based,  while  28  percent  of  the  rural  SNFs  are  hospital- 
based. 

While  the  hospital-based  facilities  contain  only  10  percent  of  the  Medicare  certified 
beds,  they  account  for  20  percent  of  total  Medicare  SNF  days.  This  reflects  the 
higher  Medicare  use  of  hospital-based  facilities.  Table  29  shows  that  whereas 
freestanding  SNFs  had  an  average  Medicare  use  rate  (proportion  Medicare  patient 
days  to  total  patient  days)  of  13  percent,  hospital-based  SNFs  had  a  use  rate  of  23 
percent.  Table  29  also  shows  that  urban  hospital-based  facilities  had  the  highest 
Medicare  use  rate  (34  percent),  in  comparison  to  their  rural  counterparts  (20 
percent)  and  to  freestanding  facilities  in  either  urban  (13  percent)  or  rural  (11 
percent)  settings.  These  results  suggest  that  hospital-based  facilities,  while  being 
relatively  small  in  number  relative  to  freestanding  SNFs,  are  an  important  site  of 
care  for  Medicare  SNF  patients.  The  hospital  site  of  care  for  Medicare  SNF 
patients  will  undoubtedly  be  further  taxed  as  hospitals  seek  a  discharge  site  for 
patients  no  longer  needing  acute  care. 

Table  30  presents  the  average  costs  for  hospital-based  and  freestanding  SNFs  by 
major  cost  categories.  The  average  per  diem  costs  weighted  by  Medicare  days  are 
used  in  the  establishment  of  section  223  cost  limits  for  SNF  payment  and  provide 
the  most  useful  comparisons.    The  total  estimated  cost  of  hospital-based  SNFs  in 
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Table  2S 

Number  of  Medicare  SNFs  by 
Type  of  Facility  and  Location,  FY  1980 


 Urban    Rural    Total  

Number        Percent         Number        Percent         Number  Percent 


Hospital  Based 

245 

6.78 

243 

27.71 

488 

13.97 

Freestanding 

2,370 

93.22 

634 

72.29 

3,004 

86.03 

Total 

2,615 

100.00 

877 

100.00 

3,492 

100.00 

Source:  Urban 

Ins  titute 

Medicare  SNF 

Cost  Study, 

198.3. 
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Table  29' 

Average  Percentage  of  Inpatient  Days  that  are 


Medicare 

Days,  by  Facility 

Type  and  Location, 

FY  1980 

Urban 

Rural 

Total 

Mean 

S.D. 

Mean 

S.D. 

Mean 

S.D 

Hospital  Based 

33.7  . 

33.8 

19.5 

27.7 

22.6 

31.6 

Freestanding 

13.3 

20.1 

11.4 

16.1 

12.9 

19.4 

Total 

15.2 

13.7 

13.6 

20.3 

14.8 

22.0 

S.D.  =  Standard  Deviation. 

Source:     Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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Table  30 

Average  Facility  Per  'Diera  Costs 
By  Type  of  Facility:     FY  1983 

Freestanding 


Weighted  by  .  Weighted  by 

Unweighted  Medicare  Days  Total  Days 

Mean  S.D.  Mean         S.D.  Mean  S.D. 


Routine  Operating 

$45.76 

$14.30 

$48.37 

$24.29 

$47.51 

$30.24 

Routine  Nursing 

18.77 

6.16 

19.86 

10.60 

19.03 

11.36 

Routine  Overhead 

26.99 

9.24 

28.50 

15.44 

28.48 

20.28 

Medicare  Ancillary 

11.39 

3.98 

14.12 

15.28 

11.33 

14v55 

Drugs  and  Supplies 

5.26 

5.14 

6.58 

8.50 

4.62 

8.95 

Therapy 

6.13 

6.28 

7.54 

11.09 

5.71 

11.09 

Capital  Costs 

3.98 

2.49 

4.46 

4.27 

3.96 

4.40 

Total  Costs 

$61.12 

$18.01 

$66.95 

$32.63 

$61.80 

$34.32 

Hospital-Based 


Weighted  by  Weighted  by 

Unweighted  Medicare  Days  Total  Days 

Mean  S.D.  Mean  S.D.  Mean  S.D. 


Routine  Operating 

$77.88 

$33.40 

$94.98 

$65.97 

$74.49 

$40.38 

Routine  Nursing 

29.86 

13.95 

36.85 

27.69 

27.74 

15.32 

Routine  Overhead 

48.01 

21.14 

58.14 

42.31 

46.75 

27.07 

Medicare  Ancillary 

22.32 

19.16 

29.75 

44.63 

19.18 

24.37 

Drugs  and  Supplies  8.37 

7.80 

8.18 

13.85 

6.53 

10.46 

Therapy 

13.95 

15.91 

21.57 

37.94 

12.64 

21.18 

Capital  Costs 

5.11 

5.12 

6.78 

11.41 

-4.10..  . 

 4.91. 

Total  Costs 

$105.31 

$50.05 

$131.51 

$102.70 

$97.76 

$58.21 

S.D.  -  Standard  Deviation. 

Totals  may  not  add  due  to  rounding. 

Source:     Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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1983  ($131)  is  twice  as  high  as  that  of  freestanding  facilities  ($67).  This  two-to-one 
ratio  is  recorded  for  virtually  all  cost  categories,  with  the  notable  exception  of  the 
two  ancillary  cost  categories.  While  hospital-based  SNFs  have  slightly  higher  costs 
for  drugs  and  supplies  ($8.18)  than  those  of  freestanding  SNFs  ($6.58),  the  costs  for 
therapy  are  almost  three  times  higher  in  hospital-based  facilities  ($21.57  versus 
$7.54).  The  standard  deviations  presented  in  Table  30  indicate  that  there  is  wide 
cost  variation  within  the  hospital-based  and  freestanding  groups  respectively.  In 
general,  there  is  greater  variability  around  average  costs  among  the  hospital-based 
SNFs. 

The  cost  differences  between  hospital-based  and  freestanding  SNFs  are  generally 
consistent  in  comparisons  of  facilities  in  urban  and  rural  locations,  although  the  cost 
differentials  are  smaller  in  rural  areas  (Table  31).  Notably,  the  costs  of  therapy  in 
hospital-based  SNFs  are  three  times  those  of  freestanding  facilities  in  urban  areas, 
while  only  two  times  as  high  in  rural  areas.  These  results  suggest  that  hospital- 
based  and  freestanding  SNFs  are  more  similar  to  each  other  in  rural  areas  and  that 
hospital-based  SNFs  in  urban  areas  are  particularly  oriented  toward  the  provision  of 
rehabilitation  care. 

B.     Indication  of  Casemix  Difference  from  Program  Data 

The  unavailability  of  routinely  collected  data  on  patient  disability  and  specialized 
treatments  precludes  a  definitive  assessment  of  the  casemix  differences  between 
hospital-based  and  freestanding  SNFs  under  Medicare.  However,  the  observed 
differences  in  proxy  measures  may  reflect  casemix  differences.  Specifically,  higher 
casemix  related  costs  of  hospital-based  facilities  are  suggested  by  their  higher 
proportion  of  Medicare  patients  and  higher  nursing  hours  per  patient  day  relative  to 
freestanding  facilities. 
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Table  31:^  Average  Facility  Per  Diem  Costs  (Weighted  by  Medicare  Days) 
by  Facility  Type  and  Location:  FY  1983 


Urban    Rural 


Hospital- 

Free- 

Hospital- 

Free- 

Based 

standing 

Based 

standing 

Routine  Operating  Costs 

$114.18 

$54.75 

$65.07 

$40.02 

Routine  Nursing 

43.91 

22.40 

25.83 

16.76 

Routine  Overhead 

70.27 

32.36 

39.24 

23.26 

Medicare  Ancillary 

35.58 

16.26 

19.83 

9.78 

Drugs  and  Supplies 

8.64 

7.45 

8.51 

4.78 

Therapy 

26.94 

8.81 

11.32 

5.00 

Capital  Costs 

7.60 

5.31 

4.81 

4.33 

Total  Costs 

$157.36 

$76.33 

$89.71 

$54.13 

Source:  Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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In  the  analysis  of  Medicare  SNF  costs  (Chapters  -II  and  IV),  we  found  proportion  of 
Medicare  days  to  total  days  significantly  and  positively  associated  with  costs.  That 
is,  the  higher  the  .proportion  of  Medicare  days,  the  higher  the  cost.-, The  reason  for 
this  association  is  the  fact  that  Medicare  patients  are  in  nursing  homes  for  short- 
term  rehabilitative  care  which  is  likely  to  be  more  expensive  than  the  maintenance 
care  for  chronic  conditions  of  long  term  care  patients  in  SNFs.  Since  Medicare 
reimbursement  is  based  on  the  average  costs  of  all  patients  (Medicare  and  non- 
Medicare)  using  Medicare  certified  beds,  SNFs  with  higher  proportions  of  Medicare 
patients  would  be  expected  to-  exhibit  higher  costs.  Since  the  hospital^ 
based  facilities  average  almost  twice  the  percent  of  Medicare  patient  days  as  do 
freestanding  facilities  (Table  29),  some  portion  of  their  higher  costs  would  be 
expected  to  be  due  to  their  higher  proportion  of  Medicare  patients. 

Beyond  differences  in  the  percent  of  Medicare  patients  in  hospital-based  and 
freestanding  facilities,  the  effects  of  percent  Medicare  on  costs  also  differ  between 
these  two  facility  types.  Percent  Medicare  is  a  much  stronger  predictor  of  costs 
and  the  amount  of  cost  difference  by  percent  Medicare  is  much  larger  in  hospital- 
based  than  freestanding  SNFs.  Table  32  presents  multivariate  regression  results  of 
the  effects  of  percent  Medicare  and  geographic  location  on  wage  adjusted  routine 
operating  costs.  The  table  shows  that  percent  Medicare  and  geographic  location 
explain  45  percent  (R2=  .45)  of  the  variation  in  costs  among  hospital-based  facilities 
and  only  7  percent  (R2=  .07)  of  the  cost  variation  in  freestanding  facilities.  It  also 
shows  that  each  percentage  difference  in  Medicare  days  is  equivalant  to  an 
incremental  per  diem  cost  of  56  cents  in  hospital-based  facilities  and  16  cents  in 
freestanding  facilities.  These  results  suggest  that,  in  comparison  to  freestanding 
SNFs,  hospital-based  SNFs'  costs  are  much  more  responsive  to  their  Medicare 
casemix  as  reflected  by  percent  Medicare  patient  days. 
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¥§&l§  %l%  Determinants  of  Wage  Adjusted  Routine  Operating " 
Per  Diem  Costs:  FY  1980 


All  All  Hospital- 


Facilities 

Facilities 

Based 

Freestanding 

R2 

.46 

.21 

.45 

.-&7 

Intercept 

39.15 

40.35 

65.52 

40.22 

(118.38) 

(101.60) 

(39.10) 

(136.70) 

Percent  Medicare 

.29 

.39 

.56 

.16 

(25*.45) 

(20.41) 

(18.32) 

(14.27) 

Rural 

.53 

6.12 

-7.20 

3.10 

(.90) 

(9.00) 

(-3.75) 

(5.67) 

Hospital-Based 

29.64 

(39.81) 

T-statistics  in  parentheses. 


Source:  Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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Hospital-based  facilities  also  have  a  higher  patient  turnover  rate  than  freestanding 
facilities.  Table  33  shows,  for  example,  that  21  percent  of  hospital-based  facilities 
have  six  admissions  per  bed  per  year  in  contrast  to  13  percent  of  freestanding 
facilities.  This  higher  turnover  rate  is  consistent  with  the  notion  that  hospital-based 
SNFs  tend  to  serve  short-term  rehabilitation  patients  who  tend  to"be  more  costly 
than  long  term  care  patients  on  a  per  day  basis. 

The  second  indication  from  the  program  data  that  differences  between  hospital- 
based  and  freestanding  SNFs  may  be  associated  with  casemix  differences  is  the 
variation  in  staffing  between  the  two  types  of  providers.  Table  34  shows  that  for 
the  sample  of  facilities  for  which  these  data  are  available,  hospital-based  SNFs 
provide  an  average  of  3.90  nursing  hours  per  day  (by  licensed  nurses  and  aides)  in 
contrast  to  3.27  hours  per  day  by  freestanding  facilities.  Additionally,  Table  34 
shows  that  the  differential  in  nursing  hours  is  greater  between  hospital-based  and 
freestanding  facilities  which  serve  relatively  high  proportions  of  Medicare  patients. 
Specifically,  among  the  SNFs  with  more  than  20  percent  Medicare  patient  days, 
hospital-based  SNFs  provide  on  average  4.68  hours  of  nursing  per  inpatient  day  while 
freestanding  facilities  provide  3.48  hours  of  nursing  per  inpatient  day. 

While  Table  34  showed  differences  in  overall  nursing  hours  between  hospital-based 
and  freestanding  SNFs,  substantial  differences  also  exist  between  these  two  types  of 
providers  in  their  staffing  of  licensed  nurses  (i.e.,  registered  and  licensed  practical 
nurses).  Table  35  presents  the  patterns  of  licensed  nurse  to  bed  ratios.  Approxi- 
mately 20  percent  of  urban  and  16  percent  of  rural  freestanding  facilities  have 
licensed  nurse  to  bed  ratios  that  are  below  one  nurse  per  14  beds.  In  contrast,  3 
percent  of  the  urban  and  less  than  2  percent  of  the  rural  hospital-based  facilities  are 
below  this  level.    At  the  other  end  of  the  spectrum,  approximately  60  percent  of 
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Table  33 

Total  Annual  Admissions  Per  Bed, 
by  Type  of  Skilled  Nursing  Facility:     FY  1980 


Annual  Total 
Admissions 
Per  Bed* 

0  -  .99 
1.00  -  2.99 
3.00  -  5.99 
6.00+ 
Total 


Freestanding ; 

N  Percent 

1,029  34.25 

1,185  39.45 

407  13.54 

383  12.75 

3,004  100.00 


Hospital-Based 

N  Percent 

198  40.57 

127  26.02 

62  12.70 

101  20.70 

488  100.00 


Total  ., 

N  Percent 

1,227  35.14 

1,312  37.57 

469  13.43 

484  13.86 

3,492  100.00 


♦Includes  both  Medicare  and  non-Medicare  admissions. 
Source:     Urban  Institute  Medicare  SNr  Cost  Study,  1983. 
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Tfi£te  34:  Nursing  Hours  Per  Inpatient  Day,  by  Proportion  of 
fetal  Inpatient  Days  that  are  Medicare:  FY  1980 


20%  Medicare 


20%  Medicare 


Total 


Freestanding 

Hospital-based 

Total 


Mean 
3.18 
3.47 
3.22 


S.D. 
0.64 
0.88 
0.69 


Mean 
3.48 
4.68 
3.72 


S.D. 
0.69 
1.06 
0.91 


Mean 
3.27 
3.90 
3.37 


S.D. 
.67 
1.10 
.80 


S.D.=  Standard  Deviation. 


Source:  Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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Table  35:  Nursing  Staffing  Patterns  in  MedieaF§ 
¥f§§§t&\6lng  and  Hospital-based  SNFs,  by  Location:  FY  1980 


Nursing  Ratios   Urban    Rural  

Free-  Hospital-  Free-  Hospital- 
standing  based  standing  based 

1  Nurse  to  14  or  More  Beds              19.7%  3.0%  16.0%  1.7% 

1  Nurse  to  10-13  Beds                     22.4  5.7  21.3  6.1 

1  Nurse  to  9  or  Fewer  Beds              57.8  '           91.3  62.7  92.2 

Total*                                        100.0%  100.0%  100.0%  100.0% 

Number  of  Facilities                      2314  231  618  233 

♦Totals  may  not  add  due  to  rounding. 


Source:  Medicare  and  Medicaid  Automated  Certification  System  (MMACS)  Data  Base. 
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th  e  freestanding  facilities  in  both  urban  and  rural  areas  have  nurse  to  bed  ratios 
that  are  above  one  nurse  [>er  nine  beds,  while  over  90  percent  of  the  hospital-based 
facilities  are  above  this  level.  •-?  . 

Table  36  shows  that  substantial  differences  also  exist  between  hospital-based  and 
freestanding  SNFs  in  their  orientation  and  staff  capacity  to  provide  rehabilitation 
and  other  professional  services.  The  most  distinctive  pattern  is  that  of  the  urban 
hospital-based  facilities,  51  percent  of  which  have  personnel  on  staff  to  provide  at 
least  two  rehabilitative  services  compared  to  17  percent  of  urban  freestanding^ 
facilities.  Urban  hospital-based  facilities  are  about  twice  as  likely  to  directly 
offer  rehabilitation  services  as  either  freestanding  or  rural  hospital-based  facili- 
ties. This  difference  explains,  in  part,  the  higher  average  ancillary  costs  of  urban 
hospital-based  facilities. 

While  the  observed  differences  in  nursing  and  rehabilitation  personnel  suggest  that 
there  may  be  casemix  differences  between  hospital-based  and  freestanding  SNFs 
participating  in  the  Medicare  program,  firm  conclusions  cannot  be  drawn  from 
these  comparisons.  An  alternative  explanation  for  these  findings  is  that  the 
staffing  patterns  observed  simply  reflect  the  conventional  staffing  practices  of  the 
provider  types  rather  than  casemix  differences. 
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Table  36:  Patterns  of  Rehabilitation  and  Other  Professional 
Services  In  Medicare  Freestanding  and  Hospital-Based  Facilities:  FY  1980 


 Services*    Urban    Rural  

Free-               Hospital-  Free-  Hospital- 
standing                based  standing  based 

No  Rehabilitation  Services              59.3%               29.8%  68.2%  54.4% 

One  Rehabilitation  Service              23.5                  19.6  24.0  26.6 

Two  Rehabilitation  Services 

and  one  Other  Prof es-                  17.1                  50.6  7.8  19.0 
sional  Discipline 

Total**                                     100.0%              100.0%  100.0%  100.0% 

Number  of  Facilities                       2314                   231  618  233 

*Services  include  physical  therapy,  occupational  therapy,  dietary. 
♦♦Totals  may  not  add  due  to  rounding. 


Source:  Medicare  and  Medicaid  Automated  Certification  System  Data  Base. 
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C.     Studies  on  the  Casemix  Differences  Between  .Hospital-Based 
and  Freestanding  Nursing  Homos 

This  section  highlights  the  findings  of  six  outside  studies  as  they  relate  to  possible 
casemix  differences  between  hospital-based  and  freestanding  SNFs."  These  studies 
analyzed  data  from: 

1.  A  sample  of  high  Medicare  utilization  SNFs  (Shaughnessy  et  al.,  1983) 

2.  A  sample  of  Medicare  SNFs  in  Oregon  and  Massachusetts  (Mor  and  Sherwood, 
1983) 

3.  Data  from  the  Medicare  and  Medicaid  Automated  Certification  System 
(Sulvetta  and  Holahan,  1984) 

4.  All  Medicaid  cost  reports  from  New  York  and  Ohio  (Urban  Institute,  1983) 

5.  A  sample  of  California  nursing  homes  (Cameron  and  Knauf,  1982) 

6.  A  sample  Colorado  of  nursing  homes  (Shaughnessy,  et  al.,  1982) 

The  first  study  collected  patient  characteristics  information  on  Medicare  patients  as 
well  as  on  other  patients  who  resided  in  Medicare  certified  portions  of  nursing 
homes.  The  second  study  focused  exclusively  on  casemix  differences  among 
Medicare  patients.  The  third  study  included  data  on  all  patients  in  Medicare 
certified  facilities  but  these  facilities  could  be  stratified  by  percent  Medicare.  In 
the  last  three  studies,  casemix  characteristics  of  the  facilities  refer  to  Medicaid  or 
the  general  nursing  home  population.  Thus,  inferences  from  these  last  studies  about 
the  casemix  differences  between  hospital-based  and  freestanding  facilities  for 
Medicare  patients  are  tentative  in  nature. 
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1.  Shaughnessy  et  aL,  (1983);  The  Medicare  .Casemix  Study  examines  casemix 
differences  between  hospital-based  and  freestanding  skilled  nursing  facilities  that 
treat  substantial  numbers  of  Medicare  patients  and  differences  between  Medicare 
and  non-Medicare  patients  in  these  facilities.  The  sample  includes  10  hospital-based 
and  10  freestanding  nursing  homes  from  five  states  (California,  Pennsylvania,  Ohio, 
Michigan,  and  Texas).  Primary  data  were  collected  on  a  total  of  623  patients, 
including  308  hospital-based  patients  and  315  freestanding  patients.  By  payment 
source,  357  were  Medicare  patients  and  266  were  non-Medicare  patients.  All 
patients  in  this  study  were  in  Medicare  certified  beds. 

Data  were  collected  on  both  facilities  and  patients.  Facility  data  included  general 
facility  characteristics  such  as  number  of  certified  beds  and  ownership.  Patient 
specific  data  included  characteristics  such  as  age,  sex,  date  of  admission,  level  of 
care,  and  admitting  diagnosis.  In  all,  information  was  collected  on  the  presence  and 
severity  of  10  activities  of  daily  living  (ADLs)  and  24  long  term  care  problems  (i.e., 
patient  condition  reflecting  need  for  medical  or  functional  assistance).  In  addition, 
information  was  obtained  on  the  provision  of  four  ADL  services,  seven  nursing 
services,  and  three  ancillary  services. 

In  the  comparison  of  Medicare  and  non-Medicare  patients,  the  study  found  major 
differences  between  the  two  groups  (Table  37).  Medicare  patients  were  charac- 
terized by  both  more  frequent  and  more  severe  medically  oriented  problems  and 
diagnoses  such  as  recovery  from  surgery,  stroke,  or  hip  fracture,  and  total  number 
of  medical  and  nursing  problems.  Considerably  more  Medicare  than  non-Medicare 
patients  were  classified  as  rehabilitative.  This  characterization  of  Medicare 
patients  is  consistent  with  the  post-acute  intent  of  the  Medicare  SNF  benefit.  The 
non-Medicare  patients  tended  to  be  more  dependent  in  functioning  and  have  more 
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TABLE37  '    Patient-Level"  Characteristics  for  Medicare  and  Non-Medicare 
Patients  in  Medicare  Certified  Beds  in  High-Percent  Medicare 
Faci I ittes. 

Means  and  Standard  Deviations  by  Payment  Source 


Medicare 


Non-Medicare 


Patient-Level 

Signifi- 

Characteristics 

N 

Mean 

St.  Dev. 

N 

Mean 

St.  Dev. 

cance3 

Activities  of  Dai  ly 

Living 

Bathing 

357 

3.84 

1.25 

266 

4.13 

1.14 

.002 

Dress  1 ng 

•  ov 

Zoo 

">  AO 

•  lo 

Transferring 

356 

2.88 

1.23 

266 

3.13 

1.44 

.001 

Walking 

354 

4.01 

1.22 

265 

4.17 

1.35 

.002 

Telephone 

349 

1.84 

1.33 

265 

2.14 

1.19 

.012 

Finances 

343 

1.51 

.74 

266 

1.69 

.64 

.001 

Katz  Score  Index 

354 

4.71 

1.62 

265 

4.95 

1.64 

.017 

Incontinence 

357 

.64 

.48 

265 

.76 

.43 

.001 

Dichotomized  ADLs 

Major  Assistance 

Bathing 

357 

.81 

.40 

266 

.91 

.28 

<.001 

Dressing 

356' 

.86 

.35 

266 

.91 

.29 

.069 

Feeding 

357 

.37 

.48 

266 

.45 

.50 

.041 

Tol leting 

355 

.93 

.25 

266 

.88 

.33 

.016 

Transferring 

356 

.58 

.50 

266 

.63 

.47 

.008 

Telephone 

349 

.52 

.50 

265 

.59 

.49 

.072 

Finances 

343 

.66- 

.48 

266 

.79 

.41 

<.001 

Problem  Severity 

Scale 

Bowel  Incontinence 

348 

.99 

.99 

261 

1.25 

.93 

.001 

Urine  incontinence 

217 

.65 

.89 

173 

1.06 

.96 

<.001 

Mental  Status 

289 

.79 

.88 

209 

1.02 

.89 

.005 

Mob i 1 ity  Impa i rment 

357 

1 .49 

1  .23 

266 

1.74 

1.26 

.014 

Tota 1   Immob  i 1 i ty 

Score 

357 

7.75 

6.53 

266 

9.14 

7.33 

.061 

Sensory  Deficits 

354 

.31 

.52 

264 

.45 

.62 

.003 

Hypertension 

340 

.30 

.53 

252 

.18 

.45 

<.001 

Diabetes  Mel  1 Itus 

354 

.30 

.65 

266 

.21 

.60 

.021 

Recovery  From 

Surgery 

356 

.19 

.42 

266 

.07 

.27 

<.001 

Depression 

317 

.33 

.64 

240 

.49 

.73 

.006 

Inadequate  Social 

Support 

346 

.74 

.56 

264 

.86 

.69 

.056 
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TARLE  37     Patient-Level  Characteristics  for  Medicare  and  Non-Medicare 
(Confd.)    Patients  in  Medicare  Certified  Beds  in  High-Percent  Medicare 
Faci I ities. 

Means  and  Standard  Deviations  by  Payment  Source 


Medicare  Non-Medicare 


Patient-Level 
Characteristics 

N 

Mean 

St.  Dev. 

N 

Mean 

St.  Dev. 

Signifi- 
cance3 

Mild  Problem 

Dichotomies 

Bowel  Incontinence 

348 

.51 

.50 

261 

.66 

.47 

<.001 

Urine  Incontinence 

217 

.37 

.48 

173 

.57 

.50 

<.001  r~ 

Mental  Status 

289 

.49 

.50 

209 

.61 

.49 

.006 

Sensory  Deficits 

354 

.27 

.45 

264 

.38 

.49 

.004 

Hypertension 

340 

.27 

.45 

252 

.16 

.36 

.001 

Diabetes  Mel  1 itus 

354 

.21 

.41 

266 

.13 

.34 

.015 

Recovery  From 

Surgery 

356 

.18 

.39 

266 

.07 

.25 

<.001 

Depression 

317 

.24 

.43 

240 

.35 

.48 

.006 

Severe  Problem 

Dichotomies 

Heart  Disease 

357 

.09 

.29 

266 

.04 

.20 

.014 

Depression 

317 

.09 

.29 

240 

.14 

.35 

.064 

Inadequate  Social 

Support 

346 

.06 

.24 

264 

.18 

.38 

<.Q01 

Problem  Totals 
Total  Incontinence 


Problems 

355 

1.13 

Total  Medical/ 

Nursing  Problems 

348 

.83 

Medical /Nursing 

Problem  Indicator 

3^3 

.56 

Total  Psychosocial 

Problems 

310 

.18 

Psychosoci  a  1 

Problem  Indicator 

310 

.16 

3rimary  Diagnosis 

Neop lasms 

355 

.07 

Mental  Disorders 

355 

.01 

Nervous  System 

355 

.03 

Skin  and  Subcutaneous 

355 

.03 

Fractures 

355 

.27 

Other  Injury 

355 

.05 

.92 

264 

1.40 

.84 

<.001 

.91 

254 

.57 

.79 

.001 

.50 

254 

.42 

.50 

.001 

.44 

234 

.37 

.56 

<.001 

.37 

234 

.33 

.47 

<.001 

.25 

266 

.02 

.14 

.005 

.12 

266 

.05 

.22 

.010 

.18 

266 

.12- 

-  .33 

<.001 

.18 

266 

.06 

.25 

.076 

.45 

266 

.16 

.37 

.001 

.22 

266 

.02 

.15 

.074 
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TARLF  37     Patient-Level  Characteristics  for  Medicare  and  Non-Medicare 
(Cont'-d.)    Patients  in  Medicare  Certified  Beds  in  High-Percent  Medicare 
Faci I ities. 


Means  and  Standard  Deviations  by  Payment  Source 
Medicare  Non-Medicare 


Pat  i  ent— Leve 1 
Character  I st  i  cs 

N 

Mean 

St.  Dev. 

N 

Mean 

St.  Dev. 

S I gn  i  f 
cance 

Secondary  Diagnoses 

Mental  Disorders 

318 

.05 

.22 

251 

.11 

.31 

.01  0 

Nervous  System 

318 

.04 

.21 

251 

.08 

.28 

.051 

Diagnostic  Problem 

Groups 

Stroke 

356 

.35 

.48 

266 

.26 

.44 

.015 

Hip  Fracture 

356 

.24 

.43 

266 

.13 

.34 

<.001 

Neop 1  asms 

356 

.08 

.27 

266 

.03 

.16 

.004 

Organic  Brain 

Syndrome 

356 

.04 

.19 

266 

.07 

.25 

.077 

Paralysis  Diagnosis 

356 

.01 

.09 

266 

.04 

.19 

.012 

Patient 

Characteristics 

Recent  Length 

of  Stay 

357 

34.89 

23.50  • 

266 

419.74 

580.87 

<-001 

Prognostic  Category 

352 

.99 

.92 

263 

1  .70 

.67 

<.001 

Level  of  Nursing 

Home  Care 

357 

1 .00" 

.00 

258 

.80 

.40 

<.001 

aFor  dichotomous  variables,  the  significance  level    is  the  exact 
p-value  for  the  ch I -square  test  for  the  difference  between  two 
proportions.    For  continuous  or  other  ordinal  variables  the 
exact  p-value  for  a  two-tailed  Wilcoxon  two-sample  test  was  used. 
The  Wilcoxon  two-sample  test  was  used  Instead  of  the  t-test  since 
the  Kolmogorov-Smirnov  test  Indicated  a  significant  (p<.05) 
departure  from  underlying  normality. 

Source:    Shauqhnessy,  1983. 
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traditional  long  term  care  problems,  such  as  incontinence,  mental  problems,  and 
sensory  impairments. 

The  analysis  of  casemix  differences  between  hospital-based  and  freestanding  facili- 
ties based  on  all  patients  in  Medicare  certified  beds  showed  that  hospital-based 
patients  were  more  dependent  in  activities  of  daily  living  such  as  walking,  toileting, 
and  transferring  (Table  38).  In  addition,  a  substantially  higher  prevalence  of 
shortness  of  breath  problems  and  a  higher  proportion  of  intravenous  catheters  were 
found  among  hospital-based  patients.  In  contrast,  freestanding  SNF  patients  tended 
to  have  more  mental  status  problems,  terminal  illness,  hypertension,  and  urinary 
tract  infections.  Patients  with  a  shortness  of  breath  problem  comprised  45  percent 
of  the  hospital-based  patients  and  26  percent  of  the  freestanding  patients,  and  as  a 
group  received  medications  more  frequently  and  had  blood  pressure  monitored  more 
closely.  A  greater  proportion  of  hospital-based  patients  with  this  problem  were 
dependent  in  walking  and  had  intravenous  catheters.  In  freestanding  facilities, 
shortness  of  breath  patients  were  more  frequently  regarded  as  custodial  rather  than 
rehabilitative  patients,  and  tended  to  be  more  dependent  in  feeding. 

For  Medicare  patients  only,  moderate  casemix  differences  exist  between  hospital- 
based  and  freestanding  facilities  (Table  39).  Hospital-based  Medicare  patients  were 
characterized  by  a  greater  prevalence  of  shortness  of  breath  and  certain  other 
medically  demanding  conditions  such  as  post-surgical  treatment  of  such  procedures 
as  hip  replacements  and  amputations.  Among  Medicare  patients  with  diabetes 
mellitus,  for  example,  a  higher  proportion  of  hospital-based  patients  were  recover- 
ing from  surgery  than  was  the  case  for  freestanding  Medicare  patients  with 
diabetes.  Since  surgery  in  diabetics  is  often  a  result  of  the  sequalae  of  the  disease 
(e.g.,  leg  amputation),  it  is  likely  that  the  Medicare  patients  with  diabetes  in 
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TABLF.  38!  Patient-Level  Characteristics  for  Patients  tn  Medicare- 
Certified  Beds  In  High-Percent  Medicare  Free-Stand i.ng  and 
Hospital-Based  Facilities* 

Means  and  Standard  Deviations  by  Facility  Type 
Hospital-Based  (HB)      Free-Standing  (FS) 


N 

Mean 

St.  Dev. 

N 

"7  Ol  "7 

307 

2. 36 

.83 

31  3 

307 

2.00 

1.05 

314 

307 

3.09 

1.29 

315 

299 

1 . 53 

.76 

31 0 

307 

2.69 

.52 

31 4 

307 

.66 

.48 

31  5 

305 

.82 

.39 

314 

305 

.36 

.48 

315 

299 

.59 

.49 

315 

307 

.71 

.45 

314 

237 

.79 

.86 

261 

308 

1 .71 

1.24 

315 

303 

8.85 

6.72 

315 

307 

.20 

.45 

285 

308 

.60 

.80 

314 

305 

.03 

'.18 

310 

299 

.88 

.59 

31  1 

Patient-Level 
Characteristics 

Activities  of  Dally 
Living  Variables 

Dressing 

Toi I et i  ng 

Transferr 1 ng 

Fi  nances 

Transportation 

Dichotomized  ADLs 
Major  Assistance 

Transferring 

Walking 

Commun  ication 

Telephone 

Transportation 

Problem  Severity 
Scales 

Mental  Status 

Mobility  Impairment 

Tot a  I    Immob  i I i  ty 
Score 

Hypertension 

Shortness  of  Breath 

End  Stage  D i sease 

Inadequate  Social 
Support 

Mild  Prob I  em 

Di  chotomi  es 

Mobility  Impairment  308 

Hypertension  307 

Shortness  of  Breath  308 

Intravenous  Catheter  307 


.74 

.44 

315 

.18 

.38 

'285 

.45 

.50 

314 

..04 

.20 

315 

Signif i- 
Mean    St.  Dev.  cancea 


2.48 

1  a 

.78 

.057 

l  .  83 

1 .08 

.  050 

2.89 

1.36 

.048 

1.65 

.64 

.096 

2.62 

.50 

.042 

.59 

.49 

-083 

.75 

.44 

.031 

.29 

.46 

.082 

.51 

.50 

.045 

.63 

.48 

-029 

.98 

.91 

.017 

1  .46 

1 .25 

.020 

7.84 

7.06 

.019 

.31 

.55 

.009 

.39 

.78 

<.001 

.03 

.31 

.003 

.71 

.64 

<-001 

.67 

.47 

.067 

.27 

.44 

.010 

.26 

.44 

<.001 

.01 

.11 

.023 
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[ABLE  3S    Patient-Level  Characteristics  for  Patients  In  Medicare- 
[Cont'd.;  Certified  Beds,  in  High-Percent  Medicare  Free-Stand  I  n-g  and 
Hospital-Based  Facilities. 


Means  and  Standard  Deviations  by  Facility  Type 

Hospital-Based  (HB) 

Free 

-Standing  <FS) 

Patient-Level 

Signlf i- 

Characteristics 

N 

Mean 

St.  Dev. 

Mean 

St.  Dev. 

cance® 

Mi ! d  Prob lem 

Dichotomies  (cont'd) 

Urinary  Tract 

Infection 

303 

.05 

.22 

314 

.10 

.29 

.028 

End  Stage  Disease 

305 

.02 

.15 

310 

.07 

.26 

.003 

Inadequate  Social 

Support 

299 

.88 

.59 

311 

.71 

.64 

<.001 

Problem  Totals 

Psychological 

Problem  Indicator 

275 

.84 

.37 

269 

.72 

.45 

.001 

Patient 

Characteristics 

Age 

308 

74.47 

14.46 

3W~?9^2-1- 

— 10.89 

<.001 

Level  of  Nursing 

Home  Care 

307 

.97 

.18 

308 

.87 

.34 

<.001 

'For  dic^otomous  variables,  the  significance  level  -is  the  exact 
p-value  for  the  chi-square  test  for  the  difference  be+ween  two 
proportions.  For  continuous  or  other  ordinal  .variables  the  exact 
p-value  for  a  two-tailed  Wilcoxon  two-sample  test  was  use'd.  The 
Wilcoxon  two-sample  test  was  used  Instead  of  the  t-test  since  the 
Kolmogorov-Smlrnov  test  indicated  a  significant  (p<.05)  departure 
from  underlying  normality. 


Source:     ^iwhfi.e^A  a9B3.; 
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Standi  ng 

Medicare  Patients3 

from 

the  Medicare 

Zase  Mix 

Component. 

Patient-Level 
Characteristics 

Means  and 

Standard 

Deviations  by  Facility  Type 

Hospltal- 

•Based  (HB)  Free-Stand 

ing  (FS) 

Signifi- 
cance'3 

N 

Mean 

St.  Dev 

N 

Mean 

St.  Dev. 

Activities  of  Da? ly 

Living  Variables 

Dressing 

169 

2.72 

.82 

187 

2.46 

.80 

.01  1 

Finances 

161 

1.44 

.78 

182 

1.58 

.69 

.093 

Transportation 

169 

2.70 

.48 

187 

2.58 

.52 

.018 

Dichotomized  ADLs 

Major  Assistance 

Transportation 

169 

.72 

.45 

187 

.59 

.49 

.016 

Problem  Severity 

Scales 

Mental  Status 

136 

.64 

.82 

153 

.93 

.91 

.007 

Sensory  Deficits 

168 

.25 

.49 

1 86 

.36 

.55 

.054 

Hypertension 

169 

-.24 

.48 

171 

.36 

.56 

.032 

Shortness  of  Breath 

170 

.61 

.80 

187 

.35 

.76 

<.  001 

End  Stage  Disease 

168 

.01 

.08 

186 

.12 

.36 

<.001 

Depression 

158 

.25 

.56 

159 

•42 

.70 

.017 

Inadequate  Social 

"SuDoort 

162 

.84 

.46 

1 84 

.66 

.63 

.001 

Mild  Prob 1  em 

Dichotomi  esc 

Mental  Status 

136 

.42 

.50 

153 

.55 

.50 

.027 

Sensory  Deficits 

168 

.23 

.42 

186 

.32 

.47 

.055 

Hypertens  ion 

169 

.22 

.42 

171 

.32 

.47 

.033 

Shormess  of  Breath 

170 

.46 

.50 

187 

.23 

.42 

<.001 

End  Stage  Disease 

168 

.01 

.08 

186 

.11 

•  .31 

<.001 

Depress  ion 

158 

.18 

.39 

159 

.30 

.46 

.020 

Inadequate  Social 

Support 

162 

.80 

.40 

184 

.57 

.50 

<.001 

Severe  Problem 

Dichotomies 

Depression 

158 

.06 

.24 

159 

.12 

.33 

.083 

Inadequate  Social 

Support 

162 

.04 

.19 

184 

.08 

.27 

.084 

Prob 1  em  Tota 1 s 

Total  Psychosocial 

Prob 1  ems 

153 

.12 

.34 

157 

.24 

.51 

.016 
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TABLE  39    Patlent-LeveP  Characteristics    for    Hosp  ita  I  -Based"    and  Free- 
(Cont^d.).  Standing    Medicare    Patients3    from    the    Medicare    Case  Mix 
Component. 


Hospital- 

O  _  _  _  j      /  LID  \ 

-Based  (HB) 

Free-Standing  (FS) 

Patient-Level 

Sign  If  I- 

Characteristics 

N 

Mean 

St.  Dev. 

N 

Mean 

St.  Dev. 

canceD 

Psychosocial 

Problem  Indicator 

153 

.11 

.32 

157 

.21 

.41 

.018 

Primary  Diagnosis 

Neop 1  asms 

169 

.04 

.20 

186 

.09 

.29 

•001 

Digestive  System 

169 

.00 

.00 

186 

.03 

.16 

.032 

Genitourinary 

System 

1  fiO 

.00 

1 

i  OO 

n^ 

1  ft 

.019 

Muscu loskeletal 

System 

1  ftO 

1  U7 

.00 

1  OO 

.  uz 

•  i  j 

.097 

1 1 1 -Defined 

Condition 

169 

.03 

.17 

186 

.00 

.00 

.018 

Intracranial 

169 

.00 

.00 

186 

.02 

.13 

.097 

Others 

169 

.07 

.26 

186 

.03 

.16 

.052 

Secondary  Diagnosis 

Endocri  ne 

148 

.18 

.39 

170 

.11 

.31 

.051 

Genitourinary 

System 

148 

.01 

.12 

170 

.05 

.23 

.055 

1  1  1  -Def  i  ned 

Cond  i tion 

148 

,0V 

.12 

170 

.05 

.23 

.055 

Fractures 

148 

.05 

.23 

170 

.02 

.13 

.076 

Diagnostic  Problem 

Groups 

Paralysis  Diagnosis 

170 

.00 

.00 

136 

.02 

.13 

.096 

Patient 

Characteristics 

Recent  Length 

of  Stay 

170 

32.01 

22.27 

137 

37.52 

24.33 

.013 

Age 

170 

77.30 

8.41 

186 

79.07 

9.43 

.031 

Prognostic  Category 

166 

.83 

.92 

186 

1.14 

'  .91 

.002 

aNon-Medicare  pati 

ents 

from 

Medicare  certlfi 

ed  bed 

s. 

bFor  dlchotomous  variables,  the  significance  level   Is  the  exact 
p-value  for  the  chl-square  test  for  the  difference  between  two 
proportions.    For  continuous  or  other  ordinal  variables  the  exact 
p-value  for  a  two-tailed  Wllcoxon  two-sample  test  was  used.  The 
Wllcoxon  two-sample  test  was  used  instead  of  the  t-test  since  the 
Kolmogorov-Smirnov  test  indicated  a  significant  (p<.05)  departure 
from  underlying  normality. 


Source:    Shauqhnessy,  1983. 
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hospital-based  facilities  required  a  greater  intensity  of  nursing  and  medical  care. 
For  non-Medicare  patients,  a  reasonably  pronounced  difference  exists  between 
hospital-based  and  freestanding  facilities,  with  hospital-based  patients  character- 
ized by  greater  dependency  in  functioning  and  traditional  long  term  care  problems 
(Table  40).  In  addition,  non-Medicare  hospital-based  patients  also  tended  to  have 
more  medical  problems  such  as  shortness  of  breath,  intravenous  catheters,  and 
stroke. 


The  study  ^concluded/  that  Medicare  patients  need  more  highly  qualified  nursing, 
personnel  (i.e.,  greater  nursing  expertise)  and  that  hospital-based  patients  need  more 
nursing  expertise  than  freestanding  facility  patients.  Further,  it  appears  that  non- 
Medicare  patients  in  hospital-based  facilities  also  require  greater  quantities  of  other 
services  in  addition  to  requiring  greater  nursing  expertise. 

Further  evidence  from  this  study  and  two  earlier  studies  on  hospital-based  and 
freestanding  SNFs  conducted  by  the  University  of  Colorado  indicates  that  casemix 
differences  are  responsible  for  up  to  50  percent  of  the  observed  variations  in 
resource  consumption.  Medicare  patients  and  hospital-based  patients  are  more 
costly  to  treat  than  other  patients  because  of  their  more  intense  casemix. 
Unfortunately,  the  size  of  these  differences  cannot  be  precisely  quantified  at  the 
present  time.  Because  of  the  multidimensional  characteristics  of  casemix  for 
Medicare  and  non-Medicare  patients  in  participating  SNFs,  Shaughnessy  also  con- 
cluded that  all  types  of  oasemix  indicators  (measures  of  medical  and  traditional  long 
term  care  problems,  functional  ability)  must  be  taken  into  account  in  the  develop- 
ment of  casemix  adjustments  for  Medicare  payment. 
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TABLE  40 :  Patient-Level  Characteristics  for  Hosp  Ita  l-Base"d  ;  and  Free- 
standing Non-Medicare  Patients3  from  the  Medicare  Case  Mix 
Component.  t 


Patient-Level 
Characteristics 

Activities  of  Dai ly 
Living  Variables 

Bathing 

Toi leting 

Transferring 

Walking 

I ncontlnence 


Means  and  Standard  Deviations  by  Facility  Type 
Hospital -Based  (HB)  _Free-Standtng  (FS) 
N     Mean    St.  Dev.  N 


Signifi- 

Mean    St.  Dev.  canceb 


138 

4.23 

1.20 

128 

4,.  02 

1.08 

.057 

138 

2.16 

1.10 

128 

1.77 

1.12 

.004 

138 

3.32 

1.35 

128 

2.92 

1.52 

.019 

137 

4.26 

1.36 

128 

4.07 

1.34 

.064 

138 

.80 

.40 

127 

.72 

.45 

.093 

Dichotomized  ADLs 

Major  Assistance 
Transferring,  138  .76 

Communication  137  .41 

Telephone  137  .65 


Problem  Severity 
Sea les 


Bowel  Incontinence 

137 

1.38 

Mobility  Impairment 

138 

1.98 

Total   Immob  i I ity 

138 

10.28 

Sensory  Deficits 

137 

.54 

Shortness  of  Breath 

138 

.60 

Inadequate  Social 

Support 

137 

.93 

.43 

128 

.59 

.49 

.004 

.49 

128 

.30 

.46 

.057 

.48 

128 

.52 

.50 

.037 

.91 

124 

1.10 

.93 

.009 

1.20 

128 

1.48 

1 .27 

.001 

7.08 

128 

7.90 

7.41 

.004 

.62 

127 

.35 

.61 

.004 

.80 

127 

.46 

.80 

.043 

.71 

127 

.78 

.67 

.077 

Mi  Id  Problem 
Dichotomies 


Catheter 

138 

.40 

Mob  i 1 i  ty  1 mpa  i  rment 

138 

.80 

Sensory  Deficits 

137 

.47 

Shortness  of  Breath 

138 

.44 

Intravenous  Catheter 

137 

.04 

Urinary  Tract 

Infection 

136 

.04 

Severe  Problem 
Dichotomies 
Inadequate  Social 
Support  137  .22 


.49 

128 

.30 

.46 

.082 

.40 

128 

.65 

.48 

.007 

.50 

127 

.28 

.45 

.001 

.50 

127 

.32 

.47 

.033 

.21 

128 

.00 

.00 

.017 

.19 

128 

.11 

.31 

.023 

.42 

127 

.13 

.34 

.071 
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TABLE  4Q-:  Patient-Level    Characteristics    for    Hospital -Based  .-and  Free- 


(Cont'd.)  Standing  Non 

-Medicare 

Patients3 

from 

the 

Medicare 

Case  Mix 

Component. 

Means  and 

Standard  Deviations  by  Facility  Type 

Hospital -Based  (HB) 

Free-Standing  (FS) 

Pa+  ]  pn+-l  pvp  1 

Signifi- 

Characteristics 

N 

Mean 

St.  Dev. 

N 

Mean 

St.  Dev. 

cance^ 

Primary  Diagnosis 

Genitourinary 

System 

138 

.01 

.12 

128 

.06 

.24 

.040 

Musculoskeletal 

System 

138 

.04 

.21 

128 

.00 

.00 

.017 

Fractures 

138 

.11 

.31 

128 

.21 

.41 

.022 

Secondary  Diagnosis 

Other  Injury 

129 

.06 

.24 

122 

.08 

.28 

.090 

Diagnostic  Problem 

Groups 

Stroke 

138 

.31 

.47 

128 

.20 

.40 

.044 

Hip  Fracture 

133 

.09 

.28 

128 

.18 

.39 

.025 

Patient 

Character  i  sties 

Age 

138 

70.99 

18.95 

123 

79.41 

12.70 

<.001 

Prognostic  Category 

136 

1 .79 

.56 

127 

1.61 

.76 

.048 

Level  of  Nursing 

Home  Care 

137 

.93 

.26 

121 

.66 

.48 

<.001 

aNon-Med icare  patients  from  Medicare  certified  beds. 

bFor  dichotomous  variables,  the  significance  level   Is  the  exact 
p-value  for  the  chi -square  test  for  the  difference  between  two 
proportions.    For  continuous  or  other  ordinal  variables  the  exact 
p-value  for  a  two-tailed  Wllcoxon  two-sample  test  was  used.  The 
Wllcoxon  two-sample  test  was  used  Instead  of  the  t-test  since  the 
Kolmogorov-Smlrnov  test  Indicated  a  significant  (p<.05)  departure 
from  underlying  normality. 


Source:     Shaughnessy,  1983. 
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2.  Mor  and  Sherwood  (1983);  The  comparison,  of  the  characteristics  of  hospital- 
based  and  freestanding  Medicare  SNF  patients  in  this  study  was  based  upon 
secondary  analysis  of  data  gathered  as  part  of  a  prior  study.  The  earlier  study 
(Birnbaum,  et  al.,  1981)  compared  costs  and  outcomes  in  facilities  in  Oregon  and 
Massachusetts.  In  order  to  maximize  data  gathering  efficiency,  only  facilities  with 
high  Medicare  utilization  were  used  as  the  base  for  drawing  the  patient  samples  in 
both  Oregon  and  Massachusetts.  The  final  study  sample  included  27  facilities  in 
Oregon  of  which  five  were  hospital-based  and  33  facilities  in  Massachusetts  of  which 
five  were  hospital-based.  -m 

The  information  on  patient  characteristics  was  derived  from  medical  record 
abstract  forms  made  available  from  the  fiscal  intermediaries  in  the  respective 
States.  Information  from  these  forms  included  demographic  and  institutional  back- 
ground, discharge  disposition  and  outcome,  activities  of  daily  living,  and  medical  and 
nursing  needs  at  admission. 

The  comparison  between  hospital-based  and  freestanding  Medicare  SNF  patients  in 
Oregon  and  Massachusetts  is  presented  in  Tables  41  and  42.  There  were  relatively 
few  significant  differences  between  freestanding  and  hospital-based  SNF  patients  in 
Oregon  (Table  41).  Among  the  functional  status  measures,  the  only  difference  that 
was  found  was  that  a  higher  proportion  of  freestanding  patients  were  unable  to 
transfer  to  bed.  In  addition,  smaller  proportions  of  persons  in  hospital-based  SNFs 
had  three  or  more  medical  symptoms  than  patients  in  freestanding  SNFs.  On  the 
other  hand,  a  significantly  larger  proportion  of  patients  in  hospital-based  SNFs  were 
admitted  for  rehabilitative  reasons. 


TABLE  41 
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Characteristics  of  Hosp-ital -based  and  Freestanding 
Medicare  SNF  Patients  (Oregon  Sample) 


rKara  r>  t  o  T"f  ef  1  fit 

Free 

Ho  ?nl tal 

Sample  Numbers 

Standing 

Based 

Signif . 

Densographic  &  Background 

N-675 

N-135 

Female 

.  66.2 

64. A 

.7654 

Married 

28.3 

32.6 

.3680 

Widowed 

57.9 

59.3 

.8484 

Bad  no  prior  SNF  admissions 

78.4 

85.9 

.0611 

Has  no  children  in  area 

34.4 

28.1 

.1936 

Prior  residence  is  Nursing  Home 

13.0 

4.4 

.0070 

Prior  residence  is  alone  ojr 

with  family  (own  home) 

77.9 

92.6 

.0001 

85  years  old  or  more 

32.3 

30.4 

.7352 

Functional  Status 

Ualk<?  without  heln 

38.2 

37.8 

1.0000 

r*  r\ri  ?"  ^    o  r>  t"    r\  $    T5 1  ^  A  A  or* 

52  6 

J*. .  0 

51  9 

fa  f hof er{ t  oA 
V»aLnc  weilZcQ 

1L  7 

± . uuuu 

Continent  of  Bowel 

68.3 

60.7 

.1086 

Unable  to  Transfer  to  Bed 

53.9 

40.0 

.0042 

TW  e c\ T*"f       f" pH    t*rt    f^tnp  'anr^    Til  si  <■*  a 

X/X  0  W  X  «X.wi-LUwU      fc»  W      tW  J,  III  w     CLliU      UXo  vw 

15 .9 

18.5 

.5234 

Medical  Signs/Nursing  Needs 

Has  four  or  more  medical 

symptoms 

2.4 

0.0 

.1421 

Has  three  or  more  medical 

symptoms 

7.4 

2.2 

.0420 

Reason  for  Admission 

Adm.  due  to  skilled  nursing  need 

48.0 

40.0 

.1082 

Adn.  due  to  rehab  need 

16.9 

26.7 

.0111 

Diagnostic  Data 

Any  cancer 

17.3 

14.8 

.5573 

Has  metastatic  cancer 

13.0 

8.9 

.2324 

Has  pneumonia 

4.9 

7.4 

.3265 

Has  fracture  (recent) 

28.9 

32.6 

.4485 

Had  recent  CVA 

30.1 

27.4 

.6057 

Has  Kidney~Renal  Disease 

15.9 

15  .6 

1.0000 

Has  Heart  Disease 

49.9 

48.9 

.9000 

Has  Circulatory  Ailments 

11.0 

14.1 

.3750 

Has  Diabetes 

10.8 

7.4 

.3001 

Severity  Level 

Most  vulnerable 

22.4 

17.8  I 

Next  most  vulnerable 

28.9 

31.1  [_ 

.4883 

Next  least  vulnerable 

20.0 

17.8  I 

Least  vulnerable 

28.6 

33.3  [ 

Discharge  Disposition 

Dead 

27.0 

23.0 

.3866 

Source:     Mor  and  Sherwood,  1983. 
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Characteristics  of  Hosm'tal- ha  <;pH  *r\*  Frees--andi 
Medicare  SNF  Patients  (Massachusetts  Sample) 


Characteristics 

Free 

Hospital 

■_- 

Sample  Numbers 

Standing 

Based 

Signif. 

Demographic  &  Background 

N-459 

N-269 

- 

Female 

76.3 

65.2 

.0006 

Married 

23.5 

32.2 

.0053 

Widowed 

57.1 

50.0 

.0320 

Bad  no  prior  SNF  admissions 

76.0 

80.4 

.0876 

Has  no  children  in  area 

38.1 

35.9 

.2767 

Prior  residence  is  Nursing  Home 

15.5 

4.4 

.0000 

Prior  residence  is  alone  or 

with  family  (own  home) 

80.0 

90.4 

.0001 

85  years  old  or  more 

34.4 

18.1 

.0000 

Functional  Status 

Walks  without  help 

30.7 

29.6 

.3787 

Continent  of  Bladder 

46.4 

55.9 

.0066 

Catheterired 

28.5 

17.4 

.0004 

Continent  of  Bowel 

63.8 

72.2 

.0101 

Unable  to  Transfer  to  Bed 

78.6 

84.4 

.0276 

Disoriented  to  time  and  place 

17.0 

9.3 

.0019 

Medical  Signs/Nursing  Needs 

Has  four  or  more  medical 

symptoms 

4.4 

5.5 

.5814 

Has  three  or  more  medical 

symptoms 

13.6 

17.4 

.1874 

Reason  for  Admission 

Ada.  due  to  skilled  nursing  need 

38.8 

11.9 

.0000 

Ads.  due  to  rehab  need 

52.0 

61.0 

.0226 

Diagnostic  Data 

Any  cancer 

15.9 

9.6 

.0085 

Has  metastatic  cancer 

10.9 

6.3 

.0191 

Has  pneumonia 

0.4 

0.4 

.4471 

Has  fracture  (recent) 

39.4 

31.5 

.0157 

Had  recent  CVA 

29.2 

37.8 

.0084 

Has  Kidney-Renal  Disease 

7.6 

5.9 

.1927 

Has  Heart  Disease 

54.7 

57.4 

.2375 

Has  C^ Tr*n1  a t* nrv  1n#»nt"c 

5  L  ft 

1L  •  O 

?n?n 
.  zuzu 

Has  Diabetes 

19.4 

21.9 

.2126 

Severity  Level 

Most  vulnerable 

33.3 

15.2  I 

Next  most  vulnerable 

32.2 

33.7  I 

.0000 

Next  least  vulnerable 

16.3 

33.3  [ 

Least  vulnerable 

18.1 

17.8  [ 

Discharge  Disposition 

Dead 

14.4 

4.4 

.0000 

Source:    Mor  and  Sherwood,  1983. 
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In  the  Massachusetts  sample,  patients  entering*  hospital-based  SNFs  were  very 
different  from  those  entering  freestanding  SNFs;  19  of  the  29  variables  in  Table  42 
show  statistically  significant  differences.  The  majority  of  hospital-based  SNF 
patients  were  admitted  because  of  rehabilitation  needs,  while  significantly  larger 
proportions  of  patients  in  freestanding  SNFs  were  admitted  for  skilled  nursing  needs. 
Higher  proportions  of  hospital-based  patients  were  unable  to  transfer  to  bed.  On  the 
other  hand,  higher  proportions  of  freestanding  patients  were  incontinent,  cathe- 
terized,  and  disoriented  as  to  time  and  place.  In  addition,  while  higher  proportions 
of  the  hospital-based  patients  had  a  recent  stroke,  freestanding  facilities  had  higher^ 
proportions  with  cancer  and  recent  fractures.  From  the  findings  of  the  two  States, 
the  authors  concluded  that  characteristics  of  patients  are  not  necessarily  a 
function  of  whether  the  SNF  is  freestanding  or  hospital-based. 

3.  Sulvetta  and  Holahan  (1984);  The  Medicare/Medicaid  Automated  Certification 
System  (MMACS)  data  base  was  created  primarily  as  a  means  to  automate  the 
process  of  tracking  deficiencies  in  facilities  participating  in  Medicare  and  Medicaid. 
An  additional  MMACS  file  containing  data  on  patient  characteristics  was  used  in  the 
following  analysis.  This  file  contains  data  from  1,373  freestanding  and  211  hospital- 
based  SNFs  in  30  states  (Table  43). 

Table  44  presents  the  percentages  of  patients  in  hospital-based  and  freestanding 
SNFs  with  personal  care  requirements  and  services  received.  These  data  indicate  a 
distinct  pattern  of  sicker  patients  in  hospital-based  SNFs  who  require  both  greater 
amounts  and  higher  levels  of  personal  and  skilled  nursing  care.  Higher  proportions 
of  hospital-based  (9  percent)  than  freestanding  (4  percent)  patients  are  completely 
bedfast.  Similarly,  a  higher  proportion  of  freestanding  patients  require  no  assis- 
tance with  ambulation.  Higher  proportions  of  hospital-based  patients  require  either 
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Table  43 

Number  of  Facilities  Reporting  Patient  Characteristics 
Data  on' the  MMACS  File  by  State  and  Facility  Type:     FY  1980 


Free-Standing  Hospital-Based 


Alabama 

107 

20 

Arizona 

9 

0 

California 

in 

Colorado 

1  Q 

A 
H 

Connecticut 

77 

Delaware 

s 
o 

n 

District  of  Columbia 

1 

0 

t lorica 

1  3Q 

a 
o 

Georgia 

18 

in 

Hawaii 

& 

D 

li 

Kentucky 

in 

Mfl  TV  1  Zl  D  A 
11a  1  ¥  J.O  liVJ> 

29 

4 

Massachusetts 

30 

0 

Montana 

17 

27 

Ncvad.  a 

10 

2 

New  Hampshire 

7 

6 

North  Carolina 

90 

16 

North  Dakota 

18 

8 

Pennsylvania 

162 

-  18 

Rhode  Island 

5 

0 

South  Carolina 

47 

9 

South  Dakota 

3 

2 

Tennessee 

37 

7 

Texas 

1 

0 

Utah 

14 

2 

Vermont 

1 

3 

Virginia 

19 

5 

West  Virginia 

9 

5 

Total 

1,373 

211 

Source:     Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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Table  44 

Proportion  of  Total  Patients  by 
Patient  Characteristics  and  Facility  Type:     FY  1980 


 Unweighted  Means  

Freestanding  Hospital-Based 


Completely  Bedfast  Patients 

.043** 

.087 

Patients  Requiring  No  Assistance  With  Ambulation 

.162** 

."138 

Patients  Requiring  Assistance  With  Ambulation 

.514 

.543 

Patients  Requiring  Full  Assistance  in  Eating 

.231* 

.258 

Patients  Requiring  Some  Assistance  in  Eating 

.257** 

.309 

Patients  With  Indwelling  Catheters 

.148** 

.209 

Incontinent  Patients 

.463* 

.431 

Patients  With  Decubiti 

.082 

.094 

Patients  With  Bowel/Bladder  Retraining   

 -.-081** 

.145 

Patients  Receiving  Special  Skin  Care 

.331** 

.396 

Confused  or  Disoriented  Patients 

.556** 

.495 

Patients  Receiving  IV  or  31ood  Transfusions 

.003** 

.014 

Bed  to  Chair  Patients 

.374 

.356 

*Statistically  significant  at  the  .05  level. 
**Statistically  significant  at  the  .01  level. 
Source:     Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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full  or  some  assistance  in  eating.  Freestanding  facilities  have  higher  proportions  (56 
percent)  than  hospital-based  facilities  (50  percent)  of  patients  who  are  confused  or 
disoriented.  . 

Table  44  also  indicates  that  hospital-based  SNFs  (40  percent)  have  higher  propor- 
tions than  freestanding  (33  percent)  of  patients  who  require  special  skin  care. 
Special  skin  care  entails  turning  patients  regularly,  heat  and  light  treatment,  and 
special  skin  cleansing  treatments.  Since  patients  requiring  this  care  are  at 
extremely  high  risk  of  acquiring  a  decubitus  ulcer  or  other  skin  breakthrough,  the. 
application  of  special  skin  treatments  normally  requires  high  levels  of  skilled  nursing 
care  or  supervision.  While  46  percent  of  freestanding  patients  are  incontinent 
compared  to  43  percent  of  hospital-based  patients,  the  hospital-based  SNFs  have 
more  incontinent  patients  who  have  severe  continence  problems,  as  indicated  by  the 
higher  prevalence  of  indwelling  catheters  (21  percent)  in  comparison  to  freestanding 
SNFs  (15  percent).  The  irrigation  of  such  catheters  to  keep  the  lines  open  also 
generally  requires  higher  levels  of  nursing  skills.  Similarly,  procedures  involved  in 
bowel  and  bladder  retraining  (e.g.,  the  measurement  of  fluid  intake  and  output) 
entails  high  levels  of  skills.  The  higher  proportion  of  hospital-based  patients  (15 
percent)  requiring  this  treatment  compared  to  those  in  freestanding  facilities  (8 
percent)  further  indicates  a  more  intense  casemix  in  hospital-based  facilities. 

Table  45  presents  the  casemix  of  hospital-based  and  freestanding  patients  when  the 
facilities  are  grouped  by  the  proportion  of  Medicare  days  to  total  patient  days.  The 
general  pattern  of  more  severe  casemix  in  hospital-based  SNFs  in  this  table  reflects 
the  pattern  in  Table  44  although  the  pattern  of  significant  differences  is  not 
consistent  across  percent  Medicare  groups.  For  example,  hospital-based  SNFs  have 
a  higher  prevalence  of  patients  with  intravenous  care  in  facilities  with  more  than  35 
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percent  Medicare  days  but  not  in  ones  with  less  then  35  percent  Medicare  days. 
Table  45  also  shows  that  the  severity  of  casern ix  of  either  hospital-based  or 
freestanding  facilities  increases  with  proportion  of  Medicare  days.   ._.  . 

Relating  facility  costs  to  facility  casemix  and  staffing  with  data  from  MMACS  and 
cost  reports,  Sulvetta  and  Holahan  found  that  less  than  half  (43  percent)  of  the  cost 
differences  between  hospital-based  and  freestanding  SNFs  were  attributable  to 
casemix  and  staffing  differences.  They  concluded  that  the  remaining  difference  in 
observed  costs  between  these  two  types  of  facilities  would  be  accounted  for  by^ 
unmeasured  quality  or  casemix  or  to  inefficiency. 

4.  Urban  Institute  (1983);  This  study  examined  the  differences  in  casemix 
between  hospital-based  and  freestanding  nursing  homes  in  New  York  and  West 
Virginia.    The  data  sources  for  this  analysis  were  the  annual  cost  reports  for  all 


patients  i^MedicaidJbertified  nursing  homes  in  the  two  States.  As  such,  the  results 
may  not  be  directly  applicable  to  an  assessment  of  Medicare  casemix  differences. 

New  York  requires  nursing  homes  that  participate  in  Medicaid  to  provide  data  on 
various  activities  of  daily  living  (ADL)  measures  for  all  their  patients  as  part  of 
their  annual  cost  report.  The  analysis  of  casemix  differences  in  New  York  involved 
a  comparison  of  percent  of  patients  in  the  two  types  of  facilities  by  six  ADL 
measures:  1)  eating,  2)  transferring,  3)  toileting,  4)  dressing,  5)  bathing,  and 
6)  walking.  The  results  of  the  comparison  between  hospital-based  and  freestanding 
homes  in  New  York  are  presented  in  Table  46.  Patients  in  hospital-based  facilities 
in  New  York  are  more  impaired  than  those  in  freestanding  homes.  The  percentage 
needing  help  in  five  of  the  six  ADL  functions  was  statistically  significantly  greater 
in  hospital-based  homes.  The  difference  for  significant  ADLs  was  on  the  order  of 
ten  percentage  points. 
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Table  46 

Average  Percentage  of  Patients  in  New  York  SNFs  With 
Limitations  in  Activities  of  Daily  Living:    FY  1980 


Hospital-Based 

(N  -  11) 
Z  of  Patients 


Freestanding 

(N  =  62) 
Z  of  Patients 


71.2** 

79.5** 

81.2** 

88.1* 

92.4 

84.7** 


61.5 

68.4~ 

71.9 

83.7 

93.7 

74.0 


Needs  Help  -  Eating/Feeding 
Needs  Help  -  Transferring 
Needs  Help  -  Toileting 
Needs  Help  -  Dressing 
Needs  Help  -  Bathing 
Needs  Help  -  Walking 


.**Statistically  significant  at  the  .01  level. 
♦Statistically  significant  at  the  .05  level. 

Source:     Urban  Institute  Medicare  SNF  Cost  Study,  1983. 
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West  Virginia  also  requires  nursing  homes  to  provide  data  on  the  impairment  of 
patients  in  their  facilities.  West  Virginia  uses  the  data  directly  in  the  rate  setting 
process,  setting  ceilings  which  vary  by  the  casemix  of  the  facility..., The  categories 
are  similar  to  those  in  New  York,  but  not  completely  comparable,  so  cross-state 
comparisons  should  not  be  made.  Table  47  shows  that  the  hospital-based  facilities 
had  slightly  higher  percentages  of  persons  needing  assistance  with  ADLs  than  did 
freestanding  facilities.  The  differences  in  each  case  were  not  statistically  signifi- 
cant. For  two  categories,  tube  feeding  and  indwelling  catheters,  freestanding 
facilities  had  more  impaired  patients  than  hospital-based  facilities.  The  absence  o_£ 
significant  differences  reflects  in  part  the  small  sample  sizes.  In  addition,  hospital- 
based  SNFs  in  rural  areas  are  likely  to  be  similar  to  their  freestanding  counterparts 
in  terms  of  the  patients  they  treat.  Insufficient  demand  for  more  intensive  care,  for 
example,  may  preclude  rural  hospital-based  facilities  from  developing  the  nursing  or 
rehabilitation  capacity  to  care  for  some  of  the  more  severely  ill  patients  seen  in 
urban  hospital-based  SNFs. 

5*  Cameron  and  Knauf  (1982);  This  study  employed  a  statistical  methodology 
similar  to  the  one  used  to  develop  DRGs  to  cluster  patients  in  California  nursing 
homes  according  to  resource  use.  The  sample  of  1,151  patients  in  the  study  was 
selected  from  23  facilities,  five  of  which  were  hospital-based. 

The  study  derived  a  casemix  index  for  facilities  that  was  expressed  in  terms  of  an 
average  expected  cost  per  diem  for  the  facility.  The  average  expected  cost  reflects 
the  sum  of  the  patient  groups  weighted  by  the  standard  resource  costs  of  each 
casemix  group.  In  comparing  the  23  facilities  in  the  sample,  the  researchers  found 
that  the  casemix  index  for  the  hospital-based  facilities  exceeded  the  average 
casemix  adjusted  costs  of  all  23  facilities.    The  casemix  index  indicated  that  the 
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Table  47 

Average  Percentage  of  Patients  in  West  Virginia  SNFs  :With 
Limitations  in  Activities  of  Daily  Living:     FY  1980 


Hospital-Based  Freestanding 

(N  -  11)  (N  =  62) 

Z  of  Patients  Z  of  Patients 


Needs  Help  -  Eating 

22.0 

21.5 

Needs  Help  -  Transferring 

78.5 

73.7-- 

Needs  Help  -  Toileting 

56.2 

65.3 

Needs  Help  -  Bathing/Dressing 

80.0 

79.2 

Completely  Dependent  -  Mobility 

39.7 

31.5  . 

Requires  Tube  Feeding 

.5 

1.6 

Requires  Treatment  of  Decubitus  Ulcers 

9.9 

6.9 

Requires  Indwelling  Catheters 

8.6 

11.4 

Source:     Urban  Institute  Medicare  SNF  Cost  Study,  1983. 


-143- 


county  operated  hospital-based  facilities  tended  to  have  the  most  severely  ill 
patients,  followed  by  the  nonprofit  hospital-based  facilities  (Table  48,  column  6). 
The  casemix  indices  for  the  county  hospital-based  facilities  (1.22, .1.99,  and  2.30), 
for  example,  imply  that  such  facilities  had  patients  that  were  22  to  130  percent 
more  costly  than  the  average  casemix  across  the  23  facilities.  In  contrast,  most  of 
the  freestanding  facilities,  regardless  of  ownership  status,  had  a  casemix  index  of 
less  than  or  just  over  one,  indicating  that  their  casemix  severity  was  less  than  or  the 
same  as  the  average. 

6.  Shaughnessy,  et  al.,  (1982):  This  study  focused  on  the  casemix  and  quality 
differences  between  hospital-based  and  freestanding  nursing  homes  in  Colorado  and 
the  extent  to  which  such  differences  explained  the  cost  differential  between  the  two 
facility  types.  Cost  data  were  obtained  from  Medicaid  cost  reports,  and  various 
other  secondary  sources  provided  general  casemix,  quality,  and  facility  characteris- 
tics. The  most  important  results  were  obtained  from  an  analysis  of  primary  data 
collected  on  patients  in  78  nursing  homes,  65  of  which  were  freestanding  and  13  of 
which  were  hospital-based  facilities.  The  percentage  of  Medicare  patients  in  the 
sample  facilities  (0.33  percent)  was  extremely  small. 

The  study  found  significant  differences  in  casemix  between  hospital-based  and 
freestanding  nursing  homes.  Patients  in  hospital-based  facilities  tended  to  be 
significantly  more  dependent  in  several  activities  of  daily  living  than  patients  in 
freestanding  facilities  (Table  49).  Moreover,  the  distribution  of  a  number  of  long 
term  care  problems, "  which  include  disabilities  and  services  required,  differed 
significantly  between  hospital-based  and  freestanding  facilities.  Twenty-seven  long 
term  care  problems  (which  comprised  services  needs  associated  with  specific 
conditions  and  disabilities)  were  analyzed,  with  significant  differences  emerging  in 
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Source:    Cameron  and  Knauf,  1982. 
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TABLETS  :       Comparisons  of  ADL's  for  1596  Patients  in  65  Free-Stand j nq  and 
247  Patients  in  13  Hospital-Based  Nursing  Homes,  1980. 


Means  and  Standard  Deviations  by  Facility  Type 


Activities  of  Daily  Living 
(ADL ' s>a 

Free-Stand  i  ng 
Mean    St.  Dev. 

Hosp  i ta 1 
Mean  St 

-Based 
.  Dev. 

Si  gn  i  f  i- 
cance0 

Bathing  (*) 

.589 

.492 

.648 

.479 

.080 

Eating 

.188 

.391 

.245 

.425 

.086 

Toi leting  (*) 

.491 

.500 

.547 

.499 

.105 

Bed  Mobi 1 ity 

.298 

.458 

.362 

.481 

.044 

Katz  Grade  lndex(*) 

3.482 

2.361 

3.704 

2.324 

.032<= 

Katz  Score  lndex(*) 

2.525 

2.298 

2.745 

2.280 

.01  5C 

aAn  asterisk  (*)  next  to  a  variable  indicates  it  was  also  significant 
( p< . 1 0 )  when  the  analysis  was  restricted  to  the  hospital-based  group 
compared  with  the  matched  free-standing  group. 

^Exact  p-value  for  the  chi-square  test  for  the  difference  between  two 
proportions,  unless  indicated  otherwise. 

cExact  p-value  for  the  chi-square  test  for  association. 


Source:    Shaughnessy,  et  al.,  1982. 
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11  of  the  problems.  Freestanding  facilities  tended  to  have  higher  proportions  of 
patients  with  psychosocial  and  communicative  problems,  while  hospital-based  nur- 
sing  homes  tended  to  have  more  patients  with  medically-oriented  problems  (Table 
50).  The  medical  severity  of  non-psychosocial  problems  tended  to  be  greater  for 
hospital-based  nursing  home  patients. 

Approximately  41  percent  of  the  $11  per  day  cost  difference  between  hospital-based 
and  freestanding  facilities  can  be  accounted  for  by  differences  in  casemix  and 
quality.  Similarly,  42  percent  of  the  differential  in  nursing  and  aide  costs  between, 
the  two  types  of  facilities  could  be  explained  in  terms  of  casemix  and  quality 
differences. 

D.     Summary  and  Conclusions 

This  chapter  focused  on  casemix  differences  between  hospital-based  and  freestand- 
ing SNFs,  in  response  to  the  Congressional  mandate  to  determine  if  hospital-based 
SNFs  have  a  different  casemix  than  freestanding  facilities.  In  addition,  the  data 
derived  on  casemix  in  SNFs  provides  new  information  for  use  in  a  casemix 
adjustment  for  a  Medicare  prospective  payment  system. 

Differences  in  patient  casemix  appear  to  be  one  reason  why  hospital-based  SNFs  are 
more  costly  on  average  than  freestanding  SNFs.  Other  possible  explanations  for  the 
cost  difference  include  differences  in  quality  of  care  and  efficiency  of  operation.  In 
addition,  for  Medicare  reimbursement  purposes,  certain  overhead  or  indirect  ex- 
penses, such  as  administrative  salaries,  must  be  allocated  between  a  hospital's  acute 
care  unit  and  subproviders  such  as  the  skilled  nursing  unit.  Approximately  8  percent 
of  total  noutine  cost  differences  between  hospital-based  and  freestanding  SNFs  has 
been  determined  to  be  due  to  overhead  allocation  in  hospital-based  facilities. 
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TABLE  50  :        Comparisons  of  Long-Term  Care  Problems  for  1596  Patients  in  65  Free- 
Standing  and  247  Patients  In  13  Hosp i ta I -Based  Nurs tnp.  Homes ,  1980. 


Means  and  Standard  Deviations  by  Facility  Type 


LonQ-Term  Care  Problems3 

Free-Standing 
Mean    St.  Dev. 

Hospital- 
Mean  St. 

Based 
Dev. 

Siqnlf 
cance^ 

Uncomplicated  5K i n  conoiTioni*; 

.092 

•  Z89 

Art 
.OO  1 

•  £.  2V 

(AC 

.  TU5 

Deny or aT loni^; 

.061 

.240 

.032 

1  77 

•  UOO 

Constipat Ion(*) 

.261 

.439 

.417 

.494 

<.001 

Bowel  Incontinence 

.189 

.392 

.142 

.349 

.088 

Dentition  Impairment*) 

.312 

.464 

.220 

.415 

.003 

Shortness  of  Breath (*) 

.069 

.253 

.040 

.197 

.091 

Urinary  Tract  Infection 

.021 

.143 

.049 

.216 

.008 

Diabetes  Mel  1 itus(*) 

.073 

.261 

.126 

.333 

.004 

Depression/Apathy  (*) 

.171 

.376 

.092 

.290 

.002 

Psychot  i  c/Dr  ug-A 1 coho 1 
Dependency(*> 

.066 

.249 

.033 

.180 

.049 

Menta 1  Retardat ion/Devel opmenta 1 
Disab-i  1  ity  (*) 

.048 

.215 

.012 

.110 

.010 

2An  asterisk  (*)  next  to  a 
(p<.10)  when  the  analysis 

var  iab  1  e 
was  restr 

ind  ic3+es 
icted  to 

it  was 
the  hosp 

al so  si  cn  i 
ita !-based 

f icant 
group 

compared  with  the  matched  free-standing  group. 

^Exact  p-value  for  the  ch I -square  test  for  the  difference  between  two 
proportions. 


Source:  Shauahnessy ,  et  al . ,  1982. 
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A  difference  in  casemix  between  hospital-based  and  freestanding  SNFs  is  indicated 
by  Medicare  utilization  and  staffing  data  as  well  as  the  results  of  most  outside 
studies.  The  Medicare  data  indicated  that  hospital-based  SNFs  had  on  average 
higher  proportions  of  Medicare  patient  days  to  total  days  and  higher  admissions  per 
bed.  Both  of  these  results  suggest  higher  utilization  by  short-term  rehabilitation 
patients  who  are  likely  to  be  more  costly  to  care  for  than  traditional  long  term  care 
patients. 

On  average,  hospital-based  facilities  had  19  percent  higher  nursing  hours  than 
freestanding  facilities.  Hospital-based  SNFs  also  provide  more  rehabilitation 
services  than  freestanding  facilities.  While  these  results  suggest  that  hospital-based 
facilities  are  staffed  to  serve  a  more  severe  casemix,  these  data  are  insufficient  to 
precisely  isolate  casemix  effects  from  inefficiency  and  quality  of  care  differences. 

Results  from  the  six  outside  studies  also  support  the  existence  of  casemix 
differences  between  hospital-based  and  freestanding  SNFs.  Three  of  the  studies 
examined  casemix  differences  among  general  nursing  home  patients  in  hospital- 
based  and  freestanding  facilities.  Cameron  (1982)  found  that  hospital-based 
facilities  in  California  had  distinctly  more  severe  casemixes  as  reflected  by  costs 
•associated  with  their  treatment.  Shaughnessy  et  al.  (1982)  found  that  41  percent  of 
the  higher  nursing  and  total  costs  of  hospital-based  facilities  in  Colorado  was 
attributable  to  casemix.  The  Urban  Institute  found  higher  proportions  of  hospital- 
based  patients  with  ADL  problems  in  New  York,  although  no  statistically  significant 
differences  were  found-in  West  Virginia.  Sulvetta  and  Holahan's  analysis  of  MMACS 
data  on  1,500  Medicare  SNFs  in  30  States  indicated  an  overall  pattern  of  greater 
severity  of  hospital-based  SNF  patients,  as  measured  by  disability  and  specialized 
nursing  services  required.  When  stratified  by  percent  Medicare  days,  differences  in 
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casemix  between  hospital-based  and  freestanding  SNFs  were  less  distinct,  indicating 
that  the  higher  proportion  of  Medicare  patient  days  in  hospital-based  SNFs  accounts 
partially  for  the  general  casemix  difference  between  hospital-based  and  free- 
standing facilities. 

The  two  studies  that  focused  on  high  Medicare  utilization  facilities  (Shaughnessy, 
1983  and  Mor  and  Sherwood,  1983)  also  found  differences  in  casemix  between 
hospital-based  and  freestanding  facilities.  Mor  and  Sherwood  found  differences  in 
casemix  between  hospital-based  and  freestanding  facilities  in  Massachusetts  but  less 
in  Oregon.  In  the  case  of  both  Massachusetts  and  Oregon,  however,  hospital-based 
facilities  treated  significantly  higher  proportions  of  patients  who  were  admitted  for 
rehabilitative  purposes.  In  addition  to  the  rehabilitation  orientation  of  hospital- 
based  patients,  Shaughnessy  also  found  that  higher  proportions  of  hospital-based 
patients  were  medically  more  severe  and  had  greater  functional  dependencies.  Of 
equal  importance,  this  study  also  found  that  Medicare  and  non-Medicare  patients  in 
the  same  facilities  were  different  in  terms  of  their  medical  condition  and  care 
requirements. 

Research  findings  presented  in  this  chapter  support  the  notion  that  the  higher  costs 
of  hospital-based  facilities  are  attributable  in  part  to  a  heavier  casemix.  The 
greater  casemix  severity  of  hospital-based  patients  in  the  studies  on  the  general 
nursing  home  population  is  not  surprising  in  light  of  the  higher  proportion  of 
Medicare  patients  to  total  patients  in  these  facilities.  Since  the  regression  analyses 
showed  that  higher  proportions  of  Medicare  patients  in  SNFs  increase  average  per 
diem  costs,  the  higher  proportion  of  Medicare  patients  generally  found  in  hospital- 
based  facilities  is  one  factor  that  relates  casemix  to  higher  costs  in  hospital-based 
facilities. 
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The  second  casemix  factor  contributing  to  higher  costs  in  hospital-based  facilities  is 
the  more  intensive  medical  problems  (e.g.,  post  surgical  rehabilitation)  treated  by 
these  facilities.  Further,  while  the  greater  rehabilitation  orientation  of  hospital- 
based  patients  will  be  reflected  in  the  ancillary  costs  for  therapy,  it  is  also  reflected 
in  higher  levels  of  nurse  staffing  under  routine  operating  costs.  The  capacity  of 
hospital-based  SNFs  to  provide  extensive  rehabilitation  services  is  particularly  clear 
in  urban  settings  in  comparison  to  rural  settings.  In  urban  areas,  where  there  is 
sufficient  demand  for  extensive  rehabilitative  care,  many  hospital-based  facilities 
can  efficiently  make  available  these  staff  resources.  On  the  other  hand,  in  many^ 
rural  areas  there  are  only  small  numbers  of  patients  needing  rehabilitation,  making 
it  prohibitive  for  hospital-based  facilities  to  provide  necessary  staffing.  Therefore, 
in  rural  areas,  hospital-based  facilities  are  more  similar  in  staffing  to  freestanding 
facilities. 

In  conclusion,  the  results  of  the  outside  studies  and  analysis  of  HCFA  data  describe 
a  pattern  of  higher  routine  costs  among  hospital-based  facilities  which  are  due  in 
part  to  nursing  costs  and  to  an  association  between  the  higher  costs  and  greater 
nursing  and  rehabilitation  service  capacity  of  hospital-based  facilities,  particularly 
in  urban  setttings.  Evidence  from  the  studies  that  the  hospital-based  facilities  tend 
to  treat  patients  with  greater  severity  of  illness  than  do  the  freestanding  facilities 
suggests  that  the  higher  costs  associated  with  the  hospital-based  facilities  are 
justified  in  part  by  the  care  needs  of  their  patients.  These  studies  suggest  that 
casemix  differences  may  account  for  up  to  50  percent  of  the  cost  differences 
between  hospital-based  and  freestanding  SNFs.  Thus,  in  examining  options  for 
payment  reform  of  the  Medicare  SNF  benefit,  care  must  be  taken  to  distinguish  cost 
differences  between  hospital-based  and  freestanding  SNFs  that  are  due  to  casemix 
from  others  associated  with  provider  efficiency. 
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CONCLUSIONS. 


The  Department .  conducted  a  thorough  analysis  of  internal  administrative  data, 
reviewed  existing  literature  and  commissioned  outside  studies  to  provide  the  most 
complete  picture  currently  available  on  the  Medicare  SNF  industry.  Results  of  this 
research,  which  were  presented  in  this  report,  provide  a  detailed  analysis  of  the 
Medicare  SNF  benefit,  the  structure  of  the  industry,  Medicare  SNF  casemix  and  cost 
relationships,  differences  between  hospital-based  and  freestanding  SNFs,  and  reim- 
bursement issues  involved  in  the  Medicare  SNF  benefit. 

Our  analysis  of  available  information  indicates  that  important  issues  need  to  be" 
considered  before  specific  options  for  reimbursement  reform  of  the  Medicare  SNF 
benefit  can  be  addressed. 

Q  A  key  issue  is  that  no  reliable  and  valid  patient-specific  casemix  measure  presently 
exists  for  Medicare  SNF  patients.  We  do  not  have  a  well  tested  measure  like  the 
Diagnosis  Related  Groups  (DRGs)  which  provided  the  key  to  the  development  of 
Medicare's  prospective  payment  system  for  hospitals.  While  the  research  results 
presented  in  this  report  have  described  the  state  of  knowledge  on  the  relationships 
between  casemix  and  resource  consumption  of  Medicare  SNF  patients,  it  is  clear 
that  further  work  is  required.  The  Department  is  sponsoring  additional  research  in 
this  area,  including  analyses  of  the  relationship  between  hospital  DRGs  and  SNF 
costs,  identification  of  SNF  resource  utilization  groups  and  development  of  Medi- 
care patient-specific  casemix  indices. 


A  second  major  issue  is  the  effect  of  hospital  prospective  payment  on  SNFs  and 
other  postacute  benefits  under  Medicare.   Since  hospital  payment  is  on  a  per  case 
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rather  than  the  previous  per  diem  basis,  hospitals  will  have  incentives  to  keep 
patients  in  an  acute  care  setting  only  as  long  as  it  is  medically  necessary.  Thus, 
some  observers  predict  that  hospitals  will  discharge  more  patients  to_.Medicare  SNFs 
and  other  postacute  units,  such  as  rehabilitation  hospitals  and  "swing  beds".  Under 
Medicare,  rehabilitation  hospitals  and  rehabilitation  units  of  general  hospitals  are 
providers  that  must  be  engaged  primarily  in  rehabilitation  as  defined,  in  part,  by  75 
percent  of  their  patients  being  treated  for  conditions  that  typically  require  inpatient 
rehabilitation.  The  swing  bed  option  under  Medicare  allows  small  hospitals  (under  50 
beds),  operating  in  rural  areas  where  there  is  a  scarcity  of  long-term  care  beds,  tcu 
use  their  beds  for  either  acute  or  long-term  care  services.  The  expected  increase  in 
demand  for  postacute  care  implies  that  specific  options  for  prospective  payment 
need  to  provide  incentives  to  allow  SNFs  to  manage  heavier  Medicare  caseloads  and 
also  to  promote  the  most  efficient  use  of  SNFs  in  relation  to  other  postacute 
benefits  under  Medicare.  The  importance  of  addressing  these  issues  is  indicated, 
first,  by  the  fact  that  nursing  home  bed  expansion  is  currently  being  restricted  by 
states'  certificate  of  need  policies,  and  second,  by  the  possibility  that  SNFs  and 
other  postacute  care  benefits— which  are  currently  subject  to  different  reimburse- 
ment rules  under  Medicare— may,  in  some  cases,  serve  similar  types  of  patients.  For 
example,  average  lengths  of  stay  in  some  of  these  units,  like  that  of  SNFs  (29  days), 
are  relatively  short.  Both  rehabilitation  units  and  rehabilitation  hospitals  average 
22  days  per  stay,  while  swing  bed  stays  average  13  days.  On  the  other  hand,  while 
SNFs  are  currently  reimbursed  at  cost  up  to  limits  based  on  the  average  costs  of 
participating  facilities,  rehabilitation  hospital  and  units  are  reimbursed  at  cost  up  to 
limits  based  on  each  facility's  base-year  costs  adjusted  for  inflation.  Equally 
dissimilar  are  the  reimbursement  rules  for  swing  beds  used  for  long-term  care;  when 
its  swing  beds  are  used  for  long-term  care  patients,  a  hospital  is  reimbursed  for 
routine  costs  at  a  per  diem  rate  equal  to  its  state's  average  Medicaid  SNF  rate. 
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Finally,  the  quality  of  care  for  Medicare  beneficiaries  needs  to  be  ensured  under  any 
SNF  prospective  payment  system.  The  Department  is  engaged  in. research  and 
operational  initiatives  that  are  intended  to  improve  our  ability  to  examine  patient 
outcomes  to  assure  quality  of  care.  Changes  in  the  survey  and  certification 
requirements  and  procedures  are  also  being  studied  to  determine  if  problem 
facilities  can  be  more  readily  identified  so  that  corrective  actions  can  be  more 
effective. 

Results  from  our  current  research  and  operational  initiatives  should  provide 
additional  information  to  address  many  of  the  unanswered  questions.  This  additional 
information  will  be  incorporated  in  our  analysis  of  specific  SNF  payment  reform 
proposals  which,  as  required  by  the  1984  Deficit  Reduction  Act,  will  be  forwarded  to' 
the  Congress  in  a  separate  report. 
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APPENDIX  I 

EUSfllff  AT10N  OF  THE  THREE-DAY  PRIOR  HOSPITAL  STAY  REQUIREMENT 

FOR  SNF  SERVICES 

Except  as  discussed  below,  under  current  law  a  patient  insured  by  Medicare  is 
eligible  for  SNF  benefits  only  if  he  or  she  has  had  a  hospital  stay  of  three  or  more 
-  consecutive  days  prior  to  admission  to  the  SNF.  This  requirement  is  intended  to 
ensure  that  the  SNF  benefit  is  used  as  a  lower  cost  substitute  for  continued 
hospital  care  for  an  acute  illness.  In  recent  years,  however,  proponents  of 
eliminating  the  requirement  have  argued  that  it  may  actually  increase  hospital  use, 
which  occurs  merely  to  establish  eligibility  for  coverage  of  SNF  care. 

Section  123  of  the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982,  P.L.  97-248, 
authorized  Medicare  SNF  coverage  without  the  three-day  prior  hospitalization 
requirement.  However,  this  provision  also  explicitly  states  that  the  Secretary  of 
Health  and  Human  Services  shall  provide  such  coverage  only  under  such  terms  and 
conditions  that  will  not  result  in  any  increase  in  Medicare  payments  and  will  not 
alter  the  acute  care  nature  of  the  SNF  benefit.  Since  implementing  this  provision 
involves  covering  patients  who  are  not  now  eligible,  it  is  impossible  to  eliminate 
the  three-day  prior  hospitalization  requirement  without  increasing  SNF  expendi- 
tures unless  there  are  some  hospital  (and  associated  ancillary  and  physician) 
savings. 

There  are  two  studies  that  address  the  issue  of  the  effect  of  eliminating  the  three- 
day  prior  hospitalization  requirement.  The  first  is  the  Abt  Associates,  Inc.  (1981) 
evaluation  of  a  two  year  demonstration  project  in  Massachusetts  and  Oregon  where 
the  three-day  prior  hospitalization  requirement  was  waived.    The  demonstration 
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was  principaUy  designed  to  examine  the  quality  of  care  rather  than  costs  when  the 
three-day  requirement  was  waived.  As  a  minor  addition,  the  evaluation  included 
some  estimates  of  the  cost/savings  to  the  Medicare  program  if  the  three-day 
requirement  were  waived  nationwide. 

The  evaluation  concluded  that  there  would  be  a  cost  due  to  increased  SNF 
utilization  and  a  roughly  equal  offsetting  savings  due  to  decreased  hospital 
utilization.  However,  these  estimates  were  not  based  on  a  controlled  experiment 
and  the  results  may  not  be  valid.  Nursing  home  administrators  were  asked  which 
patients  would  have  gone  to  the  hospital  in  order  to  satisfy  the  prior  hospitalization 
requirement.  There  were  no  actual  data  collected  on  decreased  hospital  utilization 
other  than  the  opinions  (possibly  biased)  of  these  nursing  home  directors.  More- 
over, it  is  important  to  note  that  many  of  the  Medicare  SNF  patients  in  the  Abt 
study  for  whom  the  three-day  stay  requirement  was  waived  were  already  in  the 
nursing  home  at  the  time  of  Medicare  "admission"  (69  percent  in  Massachusetts,  46 
percent  in  Oregon).  In  other  words,  the  waiver  of  the  three-day  prior  hospital  stay 
requirement  for  Medicare  SNF  services  did  not  increase  access  to  nursing  home 
care  for  these  patients;  it  merely  changed  their  source  of  payment  for  nursing 
home  care  (from  Medicaid  or  private  pay  to  Medicare).  In  many  instances,  this 
resulted  in  the  nursing  home  receiving  a  higher  rate  for  a  patient  previously  served 
at  a  lower  Medicaid  rate.  Whether  the  level  or  intensity  of  services  the  individual 
received  also  increased  is  not  known. 

More  recently,  HCFA's  Bureau  of  Data  Management  and  Strategy  completed  a 
study  of  hospital  lengths  of  stay  of  Medicare  SNF  patients  (Klees  and  Mussey, 
1933).  If  patients  were  admitted  to  hospitals  solely  for  the  purpose  of  gaining 
eligibility  for  Medicare  SNF  care,  then  such  a  study  would  be  expected  to  show  a 
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significant  number  of  SNF  patients  with  only  three  days  of  hospitalization.  The 
analysis,  which  was  based  on  a  100  percent  census  of  Medicare  SNF  admissions  for 
1979  and  a  20  percent  sample  of  all  Medicare  hospital  stays  in  1979,:  found  that 
only  1.8  percent  of  SNF  admissions  had  only  the  minimum  three-day-prior  hospital 
stay;  four  percent  of  SNF  admissions  had  a  prior  hospital  stay  of  four  days  or  less 
(cumulative  percentage).  In  contrast,  29.2  percent  of  all  Medicare  hospital  stays 
generally  were  four  days  or  less.  The  average  prior  hospital  stay  for  covered  SNF 
admissions  in  1979  was  22.7  days  while  the  average  length  of  a  Medicare  hospital 
stay  generally  was  10.5  days.  The  findings  from  this  analysis  strongly  support  the"' 
view  that  the  Medicare  SNF  benefit  is  being  used  as  Congress  originally  intended  it 
to  be  used,  that  is,  as  a  lower  cost  alternative  to  prolonged  hospitalization  for 
persons  whose  conditions  originally  required  hospitalization.  The  fact  that  less 
than  two  percent  of  Medicare  SNF  admissions  had  a  prior  hospital  stay  of  only 
three  days  also  strongly  suggests  that  there  are  very  few  Medicare  SNF  patients 
who  enter  the  hospital  solely  in  order  to  qualify  for  Medicare  SNF  services.  Thus, 
it  is  likely  that  the  cost  savings  from  eliminating  the  three-day  hospitalization 
requirement  would  be  very  small,  indeed  considerably  smaller  than  the  cost  of 
increased  SNF  care. 

In  addition,  HCFA  recently  solicited  recommendations  from  Medicare  inter- 
mediaries and  State  Medicaid  agencies  on  how  to  implement  elimination  of  the 
three-day  prior  hospitalization  requirement  for  Medicare  SNF  services  within  the 
constraints  imposed  by  the  statute  (i.e.,  no  change  in  the  acute  care  nature  of  the 
benefit  and  no  additional  program  costs).  Although  the  commenters  did  suggest 
various  diagnoses  that  might  be  handled  via  direct  SNF  admissions,  there  was  little 
agreement  among  the  commenters  on  the  diagnoses  suggested.  Both  the  State 
agencies  and  the  intermediaries  indicated  that  substantial  increases  in  medical 
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review  would  be  needed  to  assure  that  direct  admissions  were  appropriate.  These 
anticipated  increases  in  medical  review  would  add  considerably  to -the  admini- 
strative costs  of  the  Medicare  SNF  benefit.  .-• 

In  sum,  there  is  little  evidence  that  a  significant  number  of  Medicare  beneficiaries 
are  admitted  to  the  hospital  principally  for  the  purpose  of  meeting  the  SNF  three- 
day  prior  hospitalization  requirement.  Moreover,  there  appears  to  be  little 
consensus  on  what  type  of  patients  should  be  exempted  from  the  three-day  hospital 
stay  requirement.  As  a  result,  HCFA  cannot  at  this  time  eliminate  the  hospital 
stay  requirement  and  still  meet  the  statutory  requirements  of  no  increased 
Medicare  expenditures  and  maintenance  of  the  acute  care  nature  of  the  SNF 
benefit. 
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APPESDIXin 

f  gffEftCf  ABV  ACCESS  TO  l#F  CASE;  OF  MEDICARE  INTERMEDIARY 

COVERAGE  INTERPRETATIONS  AND  STATE  MIDIQAID  ?§U§1*% 

Two  factors  that  may  help  explain  differences  in  Medicare  SNF  utilization  and  bed 
availability  are  the  variations  in  interpretations  of  coverage  rules  by  Medicare's 
intermediaries  and  the  influence  of  State  Medicaid  policies  and  certificate  of  need 
restrictions. 

It  is  often  claimed  that  Medicare's  retrospective  payment  system,  with  its 
extensive  cost  reporting  requirements,  is  a  major  deterrent  to  skilled  nursing 
facility  participation  in  Medicare  and  to  facility  admission  of  Medicare  patients. 
Changing  to  a  prospective  payment  system,  it  is  argued,  would  increase  facility 
participation  and  beneficiary  access.  While  this  change  would  be  helpful,  it 
probably  would  have  only  a  relatively  modest  impact.  Indeed,  the  existence  of 
major  interstate  variations  in  Medicare  SNF  use  and  bed  availability  suggests  that 
the  factors  which  affect  Medicare,  SNF  benefit  use  and  deter  Medicare  partici- 
pation by  skilled  nursing  facilities  are  not  national  in  scope  (e.g.,  the  Medicare 
reimbursement  system)  but  vary  State  by  State. 

A.     Interstate  Variations  in  Medicare  SNF  Use  and  Bed  Supply 

As  of  FY  1981,  the  availability  of  Medicare  certified  beds  per  1,000  elderly 
beneficiaries  ranged  from  a  low  of  one  in  Arkansas  and  Oklahoma  to  a  high  of  51  in 
North  Dakota.  The  national  mean  was  18  beds  per  1,000  elderly  beneficiaries.  The 
Medicare  SNF  use  rate  (annual  covered  SNF  days  per  1,000  elderly  beneficiaries) 
ranged  from  a  low  of  one  day  in  Wyoming  to  a  high  of  635  in  Kentucky.  The  national 


-183- 

mean  was  310  days  per  1,000  elderly  beneficiaries.-- Tables  52  and  53  present  data  on 
the  lowest  and  highest  Sta\e  quartile  of  Medicare  utilization. 

Earlier,  in  the  body  of  the  report,  it  was  noted  that  Medicare  certified  SNF  beds  per 
1,000  elderly  beneficiaries  correlates  only  weakly  with  the  rate  of  Medicare  SNF  use 
(annual  covered  days  of  care  per  1,000  elderly  beneficiaries).  Nevertheless,  there 
does  appear  to  be  a  stronger  relationship  at  the  low  end  of  the  spectrum;  that  is, 
below  average  participation  rates  of  Medicare  certified  beds  tend  to  be  related  to 
below  average  use  rates  of  Medicare  SNF  services,  but  the  converse  is  not  trueT 
This  suggests  a  "threshold"  effect.  Beyond  a  minimum  number  of  certified  beds, 
increasing  numbers  of  Medicare  beds  certified  do  not  produce  major  increases  in 
utilization,  but  if  certified  beds  per  1,000  elderly  fall  below  the  threshold,  the  use 
rate  tends  to  drop  off  more  precipitously.  Note  that  in  Table  52,  which  lists  the  12 
States  in  the  lowest  quartile  of  Medicare  SNF  use  per  1,000  elderly,  nine  States  are 
also  in  the  lowest  quartile  for  Medicare  certified  SNF  beds  per  1,000  elderly. 
(States  whose  bed  ratios  are  characterized  as  "high"  are  in  the  highest  quartile  of 
bed  availability;  States  whose  bed  ratios  are  characterized  as  "medium"  are  within 
one  quartile  above  or  below  the  median  of  certified  beds  per  1,000  elderly). 

It  is  not  clear,  however,  whether  low  availability  of  Medicare  certified  SNF  beds 
produces  low  Medicare  SNF  use  or  whether,  in  fact,  low  use  or  low  demand  for 
Medicare  SNF  services  is  responsible  for  low  participation  rates.  There  appear  to  be 
factors  other  than  bed  availability  that  affect  the  use  rate  of  the  Medicare  SNF 
benefit  and  factors  other  than  the  method  of  Medicare  reimbursement  that  affect 
availability  of  Medicare  certified  beds.  Two  such  factors  that  may  help  explain 
differences  in  Medicare  SNF  utilization  and  bed  availability  are  the  variations  in 
interpretation  of  coverage  rules  by  Medicare's  intermediaries  and  the  influence  of 
State  Medicaid  policies. 
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B.     Variability  in  Intermediary  Coverage  Determinations 

There  are  80  separate  intermediaries  which  review  Medicare  SNF  claims  and  make 
coverage  determinations.  In  addition,  prior  to  September  30,  1981,  SO  Professional 
Standards  Review  Organizations  (PSROs)  were  also  involved  in  making  Medicare 
SNF  coverage  determinations.  In  order  to  gauge  the  extent  of  variability  in 
decisions  about  Medicare  SNF  coverage  made  by  these  various  organizations,  Urban 
Institute  researchers  developed  a  series  of  hypothetical  case  histories  which  they 
presented  to  organizations  having  responsibility  for  Medicare  SNF  claims  review. 
The  study  (Srnits,  et  al.,  1982)  found  considerable  variation  in  coverage  decisions 
among  intermediaries.  The  results  are  believed  to  overstate  the  true  magnitude  of 
inter-intermediary  variations,  however,  because  the  intermediaries  were  given 
brief  case  descriptions  over  the  telephone,  whereas  actual  coverage  determinations 
are  made  on  the  basis  of  a  review  of  medical  records  submitted  with  the  claim. 
HCFA  has  also  been  apprised  of  instances  of  inter-intermediary  variations  in 
coverage  decision-making  by  the  National  Council  of  Health  Centers  (a  nursing 
home  association  representing  chain  facilities)  and  the  American  Society  of 
Internal  Medicine.  These  organizations  have  requested  that  HCFA  undertake 
training  sessions  to  reduce  inter-intermediary  coverage  variations. 

There  are  undoubtedly  variations  in  intermediary  coverage  determinations.  It 
remains  to  be  determined,  however,  to  what  extent  these  coverage  variations  are 
legitimate  reflections  of  geographic  differences  in  medical  practice. 

Some  variations  in  coverage  decisions  are  believed  due  to  the  fact  that  a  sizable 
minority  of  SNF  claims  fall  into  a  "gray  area"  with  respect  to  the  coverage  rules. 
In  FY  1982,  almost  12  percent  of  SNF  claims  denials  were  submitted  for  recon- 
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sideration  and  21  percent  of  these  initial  denials  were  reversed  upon  recon- 
sideration. In  contrast, » only  2.5  percent  of  inpatient  hospital  denials  were 
submitted  for  reconsideration  and  12  percent  of  the  denials  were  reversed.  This  is 
largely  due  to  the  fact  that  Medicare  covers  virtually  all  medically  necessary 
hospital  stays,  but  only  the  small  percentage  of  nursing  home  stays  that  meet  the 
Medicare  skilled  care  criteria.  This  suggests  that  the  Medicare  SNF  benefit  is 
more  difficult  to  administer  than  the  Medicare  inpatient  hospital  benefit. 

Also,  in  recognition  that  administration  of  the  SNF  benefit  coverage  rules  neces-~~ 
sitates  the  exercise  of  judgment,  HCFA  has  delegated  discretionary  authority  to 
the  local  level  so  that  coverage  decisions  may  better  reflect  regional  variations  in 
medical  practice  and  in  availability  of  medical  resources.  For  example,  SNF 
coverage  may  be  granted  if  "as  a  practical  matter"  care  cannot  be  rendered 
elsewhere.  Judgments  in  these  types  of  cases  would  tend  to  vary  geographically 
since,  for  example,  outpatient  or  at  home  rehabilitative  services  may  not  be 
available  in  a  given  locale  or  the  length  of  travel  to  such  services  in  rural  areas 
may  be  prohibitive. 

Moreover,  if  medical  practice  patterns  in  a  State  result  in  fewer  Medicare  patients 
discharged  from  the  hospital  who  unambiguously  meet  Medicare  SNF  coverage 
requirements,  then  the  result  would  be  lower  than  average  Medicare  SNF  use.  The 
impact  would  be  compounded  if  intermediaries  in  that  State  tended  to  judge  "gray" 
cases  more  conservatively  than  intermediaries  in  another  State.  Under  both 
circumstances,  nursing" home  operators  might  perceive  a  small  market  for  Medicare 
SNF  services  and  be  less  inclined  to  seek  Medicare  SNF  certification. 
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C.     The  Influence  of  State  Medicaid  Programs  on  Medicare  SNF  Use 

The  other  factor  that  may  help  to  explain  interstate  variations  in  "Medicare  SNF 
benefit  use  and  availability  of  Medicare  certified  beds  is  external  to  the  Medicare 
program.  This  is  the  influence  of  State  Medicaid  program  policies  on  the  nursing 
home  industry  in  each  State. 

Tables  52  and  53  display  the  availability  of  Medicare  certified  versus  Medicaid  only 
certified  SNF  beds  in  States  in  the  lowest  and  highest  quartiles,  respectively,  of~ 
Medicare  SNF  benefit  use  per  1,000  elderly  beneficiaries.  The  tables  also  display 
various  characteristics  of  the  Medicaid  programs  in  these  States,  including 
prevalence  of  SNF  versus  ICF  beds,  average  payment  rates  by  SNF  or  ICF  level  of 
care,  the  ratio  of  Medicaid  SNF  to  ICF  average  rates,  and  the  ratio  of  average 
Medicaid  SNF  rates  to  average  Medicare  SNF  charges. 

State  Medicaid  policies  in  some  States  have  produced  nursing  home  industries  that 
are  heavily  oriented  toward  intermediate  (ICF)  care.  There  are  twice  as  many 
States  in  the  lowest  quartile  of  Medicare  SNF  bed  availability  (Table  52)  whose 
Medicaid  programs  are  strongly  ICF-oriented  than  States  in  the  highest  quartile 
(Table  53).  "Strong  ICF"  orientation  is  defined  as  an  average  daily  Federal 
(Medicare  and  Medicaid)  patient  census  in  a  State's  certified  beds  that  is  more  than 
75  percent  ICF  level  patients.  "ICF-oriented"  is  defined  as  over  60  percent  of  the 
average  daily  Federal  patient  census  at  the  ICF  level  of  care.  "SNF-oriented"  is 
defined  as  more  than  50  percent  of  the  average  daily  Federal  patient  census  at  the 
Medicaid  SNF  level  of  care.  "Mixed"  orientation  is  defined  as  an  average  daily 
census  of  40  to  50  percent  Medicaid  SNF  patients.  Because  Medicare  patients  are 
relatively  few  compared  to  Medicaid  patients,  a  State  that  certifies  only  a  small 
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percentage  of  Medicaid  patients  to  receive  skilled  level  care  will  not  be  able  to 
financially  support  as  many  skilled  nursing  facility  beds  per  1,000  elderly  bene- 
ficiaries as  a  State  which  certifies  a  higher  percentage  of  its  Medicaid,  patients  to 
receive  skilled  care. 

A  number  of  factors  indicate  strong  ICF  orientation  in  a  State  Medicaid  program. 
One  such  factor  is  the  percentage  of  total  Federal  patients  at  the  ICF  level.  By 
this  measure,  in  eight  of  the  ten  States  in  the  lowest  quartile  of  Medicare  SNF  use 
per  1,000,  over  two-thirds  of  the  average  daily  census  of  Federal  patients  consists"^ 
of  ICF  level  patients.  Indeed,  in  six  of  these  States,  the  ICF  orientation  is  so 
strong  that  the  average  daily  census  of  Federal  patients  in  nursing  homes  was 
between  88  and  99  percent  ICF  level  patients. 

Another  indicator  of  a  nursing  home  industry  that  is  predominantly  oriented  toward 
ICF  level  care  is  whether  all  or  most  of  the  facilities  are  certified  to  provide  both 
SNF  and  ICF.  level  care  in  all  beds.  Typically,  such  facilities  maintain  sufficient 
staff  to  meet  minimum  SNF  certification  requirements,  and  they  are  paid  a  rate 
that  is  midway  between  what  the  facility  would  receive  if  it  were  certified  only  at 
the  SNF  or  the  ICF  level.  Under  these  conditions,  it  is  financially  to  the  facility's 
advantage  to  emphasize  ICF  care  and  take  comparatively  few  SNF  patients. 
Because  their  primary  orientation  is  toward  Medicaid  ICF  patients,  these  facilities 
may  not  be  staffed  appropriately  to  provide  the  intensive  nursing  and  therapies 
that  Medicare  patients  require.  This  may  explain,  at  least  in  part,  why  these 
facilities  have  not  sought  Medicare  SNF  certification. 

Another  factor  that  may  explain  why  in  certain  States  greater  percentages  of 
facilities  certified  to  provide  Medicaid  SNF  care  elect  not  to  participate  in  Medi- 
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care  is  the  differential  between  Medicare,  private-pay,  and  Medicaid  rates.  Tables 
1  and  2  indicate  that,  on  average,  States  with  below  average  Medicare  SNF  use  also 
pay  lower  rates  for  Medicaid  SNF  care  than  States  with  above  average  Medicare 
SNF  use,  and  the  ratio  of  the  average  Medicaid  SNF  payment  to  the  average 
Medicare  charge*  is  also  lower  in  States  with  below  average  Medicare  SNF  use 
(0.41  versus  0.57).  Since  Medicaid  is  the  primary  payor,  facilities  orient  their 
staffing  and  services  to  what  Medicaid  reimburses.  Facilities  in  States  that  pay 
relatively  low  rates  for  Medicaid  SNF  services  and  where  the  Medicaid  SNF  rate  is 
low  in  comparison  to  the  Medicare  charge  may  not  be  staffed  appropriately  to  care"'" 
for  Medicare  SNF  patients.  In  States  where  the  Medicaid  SNF  rate  is  com- 
paratively low,  more  specialization  would  . be  expected  between  SNFs  that  par- 
ticipate in  Medicare  versus  Medicaid.  Such  specialization  would,  in  turn,  tend  to 
result  in  fewer  Medicare  certified  SNF  beds  per  1,000  elderly  beneficiaries  because 
the  Medicare  SNF  population  is  so  small. 

By  the  same  token,  Tables  52  and  53  also  indicate  that  States  with  below  average 
Medicare  SNF  benefit  use  also  tend  to  be  States  where  the  ratio  of  the  Medicaid 
ICF  rate  to  the  Medicaid  SNF  rate  is  high.  In  other  words,  in  these  States  the 
Medicaid  program  pays  almost  as  much  for  ICF  care  as  for  SNF  care.  Under  these 
conditions,  facilities  have  little  financial  incentive  to  provide  skilled  nursing 
services,  since  the  Medicare  market  by  itself  is  not  large  enough  to  support  many 
beds  that  would  not  also  be  used  for  Medicaid  patients. 


The  average  Medicare  charge  rate  rather  than  the  average  Medicare  reim- 
burse ment  rate  is  used  here  because  charge  data  also  serves  as  an  indicator 
of  private  pay  rates.  Facilities  that  serve  Medicare  patients  generally  serve 
more  private  pay  patients  than  facib'ties  that  are  Medicaid  certified  only. 
Tables  52  and  53  also  show  the  ratio  of  the  average  Federal  Medicaid 
payment  per  diem.  This  ratio  is  also  lower  in  States  with  below  average 
Medicare  SNF  use  compared  to  States  with  above  average  use. 
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D.  Certificate  of  Need 

Every  state  in  the  nation  with  the  exception  of  Arizona  regulates  the  construction 
of  new  nursing  homes  or  the  expansion  of  the  existing  bed  supply.  Typically, 
control  is  exercised  by  requiring  nursing  home  operators  to  obtain  "certificates  of 
need"  for  new  facilities  or  new  bed  from  health  planning  agencies  or  from  the  state 
health  department.  Health  planning  officials  approve  or  disapprove  CON  appli- 
cations based  on  judgments  of  geographic  need  as  well  as  overall  standards  that  set 
appropriate  nursing  home  bed/population  ratios.  The  primary  intent  of  CON' 
controls  on  nursing  home  bed  supply  is  to  limit  Medicaid  nursing  home  expendi- 
tures; however,  the  need  to  obtain  CON  approval  for  any  nursing  home  bed  supply 
expansion  also  constrains  nursing  home  operators  from  expanding  Medicare  bed 
supply  via  new  construction.  Operators  do  not  require  CON  approval  in  order  to 
obtain  Medicare  certification  for  existing  Medicaid  certified  beds. 

Currently,  availability  of  Medicare  certified  SNF  beds  per  1000  elderly  varies  from 
a  low  of  1  to  a  high  of  51.  Since  most  SNFs  are  fully  occupied,  pressure  exists  for 
added  capacity,  and  with  the  restrictive  CON  policies  that  apply  to  the  con- 
struction of  SNF  beds,  many  hospitals  are  exploring  step  down  units  and  expanded 
swing  bed  capacity. 

E.  Conclusion 

Clearly,  no  one  single  factor  has  a  decisive  impact  on  Medicare  SNF  use  and 
facility  participation  in  Medicare.  Rather,  the  factors  interact  with  one  another 
and  influence  both  the  use  rate  of  SNF  services  and  the  decision  of  a  nursing  home 
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operator  to  seek  certification  first  as  a  SNF  and  then  as  a  Medicare  only,  a 
Medicaid  only,  or  a  dually,  certified  facility.    Because,  however,  several  of  these 

factors  are  external  to  Medicare  or  have  to  do  primarily  with  Medicare  coverage 

rather  than  reimbursement  policies,  it  is  unlikely  that  minimum  changes  in 

Medicare  SNF  reimbursement  would  bring  about  large  increases  in  Medicare 

certified  SNF  beds  or  the  use  rate  of  the  Medicare  SNF  benefit. 

Some  are  beginning  to  suggest  that  more  major  changes  like  a  combined  payment 
for  the  acute  and  subacute  institutional  stay  may  bring  about  increased  use  of  the"-- 
Medicare  SNF  benefit  in  a  manner  which  ensures  that  the  subacute  services  do  in 
fact  substitute  for  acute  services. 
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APPENDLTIV 
"HOSPITAL  BACK-UP" 


One  argument  that  is  frequently  advanced  in  favor  of  prospective  payment  for 
Medicare  SNFs  is  that  prospective  payment  would  act  as  an  incentive  to  nursing 
homes  to  serve  more  Medicare  patients,  thereby  reducing  the  problem  of  hospital 
back-up  and  its  associated  costs.  Most  experts  believe,  however,  that  independent 
of  changes  in  SNF  reimbursement,  the  new  Medicare  hospital  prospective  payment 
system  contains  financial  incentives  for  hospitals  to  seek  more  and  faster  nursing 
home  placements  for  patients  who  no  longer  require  an  acute  level  of  care.  The 
result  is  likely  to  be  increased  use  of  the  Medicare  SNF  benefit  and  a  reduction  of 
hospital  back-up  among  patients  who  qualify  for  the  Medicare  SNF  level  of  care. 
Because  of  nursing  home  bed  supply  constraints,  however,  hospital  back-up  of  hard- 
to-place  Medicaid  patients,  who  are  the  largest  share  of  the  back-up  population  and 
those  with  the  longest  stays,  may  increase.  This  appendix  discusses  the  hospital 
back-up  problem  as  it  has  developed  and  been  treated  historically,  the  anticipated 
impact  of  Medicare  hospital  reimbursement  reform,  end  problems  in  estimating  the 
size  and  scope  of  the  back-up  problem  as  it  affects  Medicare  versus  Medicaid 
patients. 

"Hospital  back-up"  is  the  term  colloquially  used  to  describe  the  phenomenon  of 
Medicare  and  Medicaid  patients  who  no  longer  require  hospital  care  but  remain 
hospitalized  because  they  are  awaiting  nursing  home  placement.  Because  the 
hospital  stay  is  no  longer  medically  necessary  at  the  acute  level,  the  days  spent  by 
such  patients  awaiting  nursing  home  placement  are  also  often  referred  to  as 
"inappropriate"  or  "unnecessary"  hospital  days.  When  utilization  review  procedures 
have  determined  that  hospital  care  is  no  longer  medically  necessary  and  Medicare 
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or  Medicaid  continue  to  pay  for  hospital  care  (whether  at  the  full  acute  care  rate 
or  some  lower  payment  rate)  pending  placement  of  the  patient  in  a  nursing  home, 
the  time  spent  in  the  hospital  awaiting  nursing  home  placement  is  termed  "admini- 
stratively necessary  days"  (ANDs)  or  "alternate  placement  days." 

It  is  important  to  bear  in  mind,  however,  that  Medicare  will  only  pay  for  alternate 
placement  days  for  patients  who  are  judged  to  require  skilled  nursing  care  as 
defined  by  Medicare;  that  is,  placement  in  a  Medicare  certified  SNF  or  Medicare 
financed  skilled  home  health  care.  Patients  awaiting  a  lower  level  of  nursing  home 
(e.g.,  intermediate  care  facility)  care  are  not  covered.  In  many,  but  not  all,  States, 
Medicaid  will  pay  for  alternate  placement  days  for  individuals  awaiting  Medicaid 
skilled  nursing  or  intermediate  care  facility  placements,  but  only  if  the  individual 
has  already  established  Medicaid  eligibility.  Many  Medicaid  nursing  home  patients 
do  not  establish  Medicaid  eligibility  until  after  they  have  entered  a  nursing  home, 
typically  because  they  must  exhaust  their  savings  to  pay  for  nursing  home  care 
("spend-down")  in  order  to  qualify  for  Medicaid.  Often  there  is  a  fixed  limit  on  the 
number  of  alternate  placement  days  a  State  Medicaid  program  will  reimburse. 

It  is  believed  that  some,  perhaps  many,  Medicare  "patients  awaiting  nursing  home 
placement  may  be  certified  as  needing  Medicare  SNF  level  care  and  thus  eligible 
for  alternate  Medicare  placement  day  payments  when,  in  fact,  if  the  case  were 
submitted  to  an  intermediary  for  an  actual  coverage  determination,  coverage 
might  be  denied.  This  is  an  inference  based  on  the  observation  that  the  number  of 
patients  receiving  ANDs,  by  some  estimates,  appears  disproportionate  to  historic 
use  of  the  Medicare  SNF  benefit. 
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A.     Scope  of  Hospital  Back-up  Nationwide 

No  reliable  study  of  the  size  and  scope  of  hospital  back-up  exists.  Two  sources  of 
nationwide  estimates  are  available,  however.  First,  PSRO  one-day  "snapshot" 
surveys  of  the  numbers  of  patients  in  AND  status  were  carried  out  in  1979  and 
1980.  (Health  Standards  and  Quality  Bureau,  HCFA,  1979  and  American  Associ- 
ation of  Professional  Standards  Review  Organizations,  1980).  Feder  and  Scanlon 
(1981)  summarized  the  results  of  these  surveys  as  a  range  of  0.24  million  to  1.80 
million  administratively  necessary  days  per  quarter,  which  extrapolates  into  1.0 
million  to  7.2  million  administratively  necessary  days  per  year  (as  of  FY  1980). 
Methodological  critiques  of  the  one-day  "snapshot"  suggest,  however,  that  one-day 
surveys  in  general,  and  the  1979  and  1980  surveys,  in  particular,  are  flawed.  To  the 
extent  that  the  day  chosen  for  the  "snapshot"  is  typical,  this  method  can  provide  a 
good  estimate  of  the  number  of  patients  awaiting  placement.  The  disadvantage  of 
a  snapshot  survey  is  that  if  the  data  are  used  to  estimate  delays  of  "typical" 
patients  who  become  ready  for  discharge  on  a  given  day,  the  resulting  estimate  is 
severely  biased:  the  average  delay  of  persons  found  in  the  snapshot  is  significantly 
greater  than  the  average  delay  of  a  typical  person  being  discharged  because  the 
short  stay  patients  are  undermeasured.  (Gruenberg  and  Willemain,  1982). 

In  addition,  the  1979  and  1980  PSRO  one-day  AND  surveys  have  several  specific 
methodological  flaws.  Not  all  PSROs  nationwide  participated  in  the  surveys, 
although  the  participation  rate  (86  percent  in  1980)  was  high.  Also,  the  surveys  did 
not  distinguish  between  Medicare  and  Medicaid  patients  on  AND  status.  Moreover, 
because  the  surveys  were  focused  on  the  general  issue  of  inappropriate  hospital 
utilization,  they  did  not  distinguish  patients  awaiting  discharge  to  their  own  home 
or  some  other  community  placement.   Thus,  the  number  of  individuals  reported  is 
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an  overestimate  of  individuals  awaiting  nursing  home  placement.  Similarly,  the 
surveys  do  not  distinguish  between  persons  who  would  qualify  for  Medicare  SNF 
coverage  and  those  needing  a  lower  level  of  nursing  home  care.  : 

A  second  source  of  estimates  concerning  hospital  back-up  or  inappropriate  use  of 
hospital  care  by  persons  requiring  nursing  home  care  (as  opposed  to  "admini- 
stratively necessary  days")  is  an  actuarial  cost  model  for  Federal  long  term  care 
programs  developed  by  ICF,  Incorporated,  under  contract  to  the  Health  Care 
Financing  Administration.  The  data  on  Medicare  and  Medicaid  utilization  and 
expenditures  used  in  the  model  are  from  FY  1977  for  Medicaid  and  FY  1978  for 
Medicare.  Depending  on  the  assumptions  made  about  nursing  home  bed  supply,  the 
ICF  actuarial  model  estimates  the  number  of  days  of  inappropriate  hospital  care 
used  by  Medicare  and  Medicaid  patients  awaiting  nursing  home  placement  during 
FY  1980  as  ranging  from  697,000  to  1,005,000.  The  ICF  model's  projections  are 
lower  than  estimates  based  on  the  PSRO  one-day  surveys  of  administratively 
necessary  days.  Indeed,  the  upper  bound  of  the  ICF  estimate  is  virtually  the  same 
as  the  lower  bound  of  the  range  cited  by  Feder  and  Scanlon  based  on  their 
extrapolation  of  the  PSRO  survey  data. 

In  the  ICF  actuarial  model  of  long  term  care  utilization,  the  projection  of 
inappropriate  hospital  use  by  Medicare  and  Medicaid  patients  awaiting  nursing 
home  placement  emerges  as  the  residual  difference  between  estimated  need  and 
demand  for  long  term  care  by  persons  eligible  for  Medicare  and  Medicaid  covered 
services  and  the  supply  of  long  term  care  (LTC)  services  of  various  types  available 
to  Medicare  and  Medicaid  eligibles. 
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ICF  estimated  the  underlying  need  for  LTC  services  .by  applying  a  modified  version 
of  the  Geriatric  Functional  Rating  Scale  (GFRS)  to  data  from  the  1977  Health 
Interview  Survey,  1977  National  Nursing  Home  Survey  (NNHS),  and  1976  Survey  of 
Institutionalized  Persons  (SIP)  to  assess  the  proportion  of  persons  in  different  age 
and  sex  cohorts  needing  various  LTC  services. 

A  criticism  of  the  ICF  model  regards  its  assumptions  concerning  nursing  home  bed 
supply.  ICF  was  unable  to  obtain  reliable  data  on  changes  in  nursing  home  bed 
supply  and  was,  hence,  unable  to  predict  with  any  degree  of  confidence  the  future 
supply  of  nursing  home  beds  available  to  Medicare  and  Medicaid  patients.  Ac- 
cordingly, ICF  made  the  assumption  that  the  nursing  home  bed  supply  would  remain 
constant  at  the  1978  level  and  employed  days  of  care  reimbursed  in  1978  as  a 
measure  of  the  beds  available  to  Medicare  and  Medicaid  patients.  This  "no  growth" 
assumption  is  questionable,  particularly  as  it  would  affect  out-year  projections.  A 
recent  survey  of  nursing  home  bed  supply  by  the  General  Accounting  Office  found 
that  nursing  home  bed  supply  (Medicare/Medicaid  certified  beds)  grew  by  2.9 
percent  per  year  from  1976  to  1980  (GAO,  1983).  It  is  not  clear,  however,  to  what 
extent  such  a  growth  in  certified  beds  should  be  expected  to  translate  into  bed  use 
by  Federal  patients.  Currently,  the  percent  of  Medicare  and  Medicaid  certified 
nursing  home  beds  actually  in  use,  on  an  average  daily  basis,  by  Medicare/Medicaid 
patients  ranges  from  a  high  of  85  percent  in  Louisiana  to  a  low  of  45  percent  in 
Nebraska. 

To  adjust  for  the  effects  of  differing  assumptions  about  the  availability  of  nursing 
home  beds  on  inappropriate  use  of  hospital  care  by  Medicare  and  Medicaid  eligibles 
requiring  nursing  home  care,  the  model  was  reprogrammed  to  generate  estimates 
based  on  alternate  supply  assumptions  in  addition  to  the  original  constant  supply 
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assumption:  a  two  percent  per  year  decrease  in- bed  supply  1978-1990,  a  two 
percent  per  year  increase,  a  three  percent  per  year  increase,  and  a  four  percent 
per  year  increase.  ■  -:-  . 

The  varying  estimates  of  inappropriate  hospital  use  by  Medicare  and  Medicaid 
patients  requiring  nursing  home  care  that  are  generated  by  the  five  supply  assump- 
tions are  listed  in  Table  54.  The  estimate  of  Medicare  days  in  Table  54  refers  to 
days  of  hospital  care  used  by  individuals  awaiting  placement  at  the  Medicare  SNF 
level  and,  correspondingly,  the  Medicaid  days  of  care  estimate  refers  to  the  days  of  - 
care  used  by  Medicaid  eligible  individuals  awaiting  placement  at  the  Medicaid  SNF 
or  ICF  level  of  care. 

Note  also  that  the  ICF  model  projects  a  major  increase  in  numbers  of  hospital 
back-up  days  between  1985  and  1990.  Even  so  the  total  hospital  back-up  days 
(Medicare  and  Medicaid)  projected  by  the  model  as  of  1990  is  only  slightly  higher 
than  the  total  number  of  such  days  estimated  to  have  actually  occurred  in  1980  on 
the  basis  of  the  PSRO  one-day  snapshot  survey.  This  simply  underscores  the  fact 
that  existing  data  sources  provide  estimates  having  a  considerable  range  of 
variation;  hence,  it  is  not  currently  possible  to  gauge  with  any  appreciable  degree 
of  certainty  the  size  and  scope  of  the  hospital  back-up  phenomenon. 

B.     Medicare  versus  Medicaid  Back-up 

The  ICF  model  clearly  suggests  that  hospital  back-up  is  primarily  a  phenomenon 
that  affects  persons  who  require  nursing  home  care  that  would  be  covered  by 
Medicaid  rather  than  Medicare.  In  1980,  according  to  the  ICF  model,  for  every  day 
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§4s  ??§}§§#§n§  §{  E§s$itar\  §&§k=up  Bays  {§?  Medicare 
find  Medicaid  Patients  Requiring  Nursing  Home  Care  • 
Under  Differing  Assumptions  Concerning  Nursing 
Home  Bed  Supply:  1980,  1985,  1990 


Nursing  Home  Bed 
Supply  Assumption 


Decreasing  2%  per 
year  (after  1978) 

Constant  (at  1978 
level) 

Increasing  296  per 
year  (after  1978) 

Increasing  3%  per 
year  (after  1978) 

Increasing  4%  per 
year  (after  1978) 


1980 
152 

125 

101 

90 

81 


Medicare  Days 
(thousands) 

1985 

329 

238 

142 

101 


68 


1990 
1,583 

1,431 

1,240 

1,129 

1,005 


1980 
853 

775 

696 

656 

616 


Medicaid  Days 
(thousands) 

1985 

2,004 

1,721 

1,425 

1,266 

1,097 


1990 
8,599 

7,934 

7,047 

6,650 

6,048 


Source:       Office  of  the  Assistant  Secretary  for  Planning  and  Evaluation,  U.S.  Department 

of  Health  and  Human  Services,  using  an  actuarial  model  designed  originally  by  ICF, 
Inc.,  adjusted  for  more  recent  data. 
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of  hospital  care  provided  to  persons  awaiting  Medicare  SNF  placement,  there  were 
an  estimated  six  to  seven  days  of  inappropriate  hospital  care  provided  to  persons 
awaiting  a  Medicaid  nursing  home  placement.  -:- 

Studies  of  the  hospital  back-up  problem  in  particular  hospitals  and  geographic  areas 
(e.g.,  NYCHSRO,  1982;  Gruenberg  and  Willemain,  1932)  have  also  found  that  persons 
most  likely  to  experience  long  delays  in  obtaining  nursing  home  placement  are 
^persons  with  mental/behavioral  problems,  persons  with  multiple  "activities  of  daily 
living"  (ADL)  dependencies  who  are  therefore  likely  to  require  above  average-— 
nursing  time,  and  patients  whose  nursing  home  stay  will  be  Medicaid  financed. 

C.     Cost  Implications  of  Hospital  Back-up 

Tables  55  and  56  provide  estimates  of  the  costs  associated  with  inappropriate 
hospital  use  by  Medicare  and  Medicaid  patients  requiring  nursing  home  care  based  on 
the  ICF  model.  It  assumes  that  the  costs  of  the  hospital  days  used  by  persons 
needing  Medicare  SNF  care  will  be  borne  by  Medicare  and  the  costs  of  hospital  days 
used  by  persons  requiring  Medicaid  SNF  or  ICF  care  will  be  borne  by  Medicaid.  The 
model  also  assumes  that  each  program  will  pay  for  these  days  of  care  at  the  acute 
care  per  diem  rate.  In  other  words,  the  estimates  do  not  take  into  account 
prospective  payment  for  Medicare. 

Under  the  three  percent  bed  growth  assumption  (currently  believed  to  be  the  most 
likely),  Medicare  hospital  back-up  costs  for  individuals  awaiting  Medicare  SNF 
placements  are  projected  to  be  approximately  $15  million  in  FY  1985.  Medicaid 
costs  for  persons  awaiting  placement  at  lower  levels  of  care  are  projected  to  reach 
$170  million  the  same  year. 
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f§&i£  § §s  E§timaie6  Medicare  Expenditures  Resulting  from 
issk-up  Days  for  Persons  Requiring  Medicare  SNF  Care 


Nursing  Home  Bed 

Supply  Assumption  1980  1985  1990 

(thousands  of  dollars)  -~ 

Decreasing  2%  per  $14,197  $46,784  $329,264 
(year  after  1978) 

Constant  (at  1978  11,673  33,848  297,309 
level) 

Increasing  2%  per  9,433  20,192  257,920 
year  (after  1978) 

Increasing  3%  per 

year  8,404  14,790    •  234,561 

Increasing  4%  per  7,646  9,670  209,040 

year 


Source:      ICF,  Inc.  and  Assistant  Secretary  for  Planning  and  Evaluation,  Department  of  Health 
and  Human  Services. 
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1RS&i!e  $§s  t§tim$ted  Medicaid  Costs  Associated  with  Medicaid 
Nursing  Home  Patients  Backed-up  in  Hospitals 


Nursing  Home  Bed 

Supply  Assumption  1980  1985  19,90 

(thousands  of  dollars) 

Decreasing  2%  per "  $  73,033  $269,558  $1,735,278 

(year  after  1978) 

Constant  (at  1978  66,359  231,497  1,601,043 

level) 

Increasing  2%  per  59,591  191,676  1,422,085 

year  (after  1978) 

Increasing  3%  per 

year  •  56,173  170,290  1,323,808 

Increasing  4%  per  52,741  147,557  1,220,486 

year 


Source: 


ICF,  Inc.  and  Assistant  Secretary  for  Planning  and  Evaluation,  Department  of  Health 
and  Human  Services. 
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However,  these  estimates  of  the  projected"  Medicare  costs  are  probably  too  high. 
The  estimate  is  based  on  the  previous  retrospective  per  diem  payment.system  for 
hospital  reimbursement.  Under  the  current  hospital  prospective  payment  system, 
based  on  diagnosis  related  groups  (DRGs),  no  additional  payments  are  made  for 
alternate  placement  days  until  after  a  patient's  length  of  stay  has  reached  the 
outlier  threshold  point  for  the  DRG-based  case  payment.  Thus,  all  cases  in  a  given 
DRG  are  paid  the  same  regardless  of  length  of  stay  as  long  as  it  is  within  the 
threshold  and  regardless  of  whether  or  not  a  patient  could  have  been  discharged 
earlier  had  a  Medicare  SNF  bed  been  available.  The  reason  for  this  is  because  the 
DRG  per  case  rate  is  calculated  based  on  a  data  base  of  costs  per  average  length  of 
stay.  Thus,  under  the  DRG  system,  hospitals  have  a  financial  motivation  to  find 
nursing  home  placements  for  patients  as  soon  as  those  patients  can  appropriately 
be  cared  for  at  a  lower  level  of  care. 

Moreover,  Medicare  will  not  achieve  any  program  savings  from  more  rapid  place- 
ment of  patients  in  nursing  homes  prior  to  the  outlier  threshold.  Once  the  outlier 
threshold  is  reached  and  Medicare  begins  to  pay  an  additional  per  diem  payment  for 
alternate  placement  days,  the  rate  is  lower  under  prospective  payment  than  it  was 
under  the  previous  retrospective  payment  system.  In  sum,  while  the  prospective 
payment  system  for  hospitals  gives  hospitals  financial  incentives  to  reduce  hospital 
back  up  of  long-stay  patients  and  reduces  the  associated  per  diem  costs,  it  does  not 
eliminate  the  phenomenon  entirely. 

Thus,  the  estimate  reflects  the  continued  payment  for  alternate  placement  days  at 
the  acute  care  rate.  The  ICF  model  provides  an  estimate  of  what  alternate 
placement  days  for  persons  awaiting  Medicare  SNF  placements  would  have  cost 
Medicare  in  19S5  and  1990  if  ANDs  were  to  be  paid  at  the  acute  care  rates  if  the 
retrospective  per  diem  hospital  payment  system  had  remained  in  effect. 
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Th  e  estimated  Medicaid  costs  for  beneficiaries  awaiting  Medicaid-covered  nursing 
home  care  may  also  be  top  high.  Medicaid  varies  from  State  to  State  in  the 
number  of  ANDs  it  will  pay  for  and  the  rate  of  payment.  Prior  to  1980,  only  15 
States  reimbursed  hospitals  at  the  acute  care  rate  for  administratively  necessary 
days  under  Medicaid.  Since  1980,  most  States  that  pay  for  ANDs  under  Medicaid 
have  switched  to  a  system  that  reimburses  for  these  days  at  the  average  nursing 
home  (SNF  or  ICF)  rate.  The  ICF  model  attributes  the  costs  of  inappropriate  days 
of  hospital  care  at  levels  that  are  eligible  only  for  Medicaid  coverage  (because  the 
Medicaid  program  covers  lower  levels  of  nursing  home  care  than  the  Medicare 
program)  to  Medicaid.  However  there  is  reason  to  believe  that  a  significant,  but 
unknown,  percentage  of  such  days  are  never  formally  identified  as  ANDs  and  were, 
prior  to  hospital  prospective  payment,  covered  mostly  by  Medicare  as  part  of  the 
patient's  Medicare-covered  hospital  stay.  However,  for  purposes  of  estimating  the 
size  and  costs  of  hospital  back-up  created  by  lack  of  access  to  the  Medicare  SNF 
beds,  problems  with  the  ICF  model's  estimate  of  Medicaid  back-up  costs  are  not 
significant  since  regardless  of  whether  Medicare  or  Medicaid  pays  for  the  ANDs 
these  individuals  are  not  medically  eligible  for  Medicare  SNF  services. 

D.         Imp&Gt  q{  Hospital  Prospective  Payment  on  Back-up  and  on  Use  of  the  Medicare 
SNF  Benefit 

The  Medicare  DRG-based  per  case  prospective  payment  system  for  hospital  care 
may  have  the  effect  of  sharply  reducing  hospital  back-up  of  patients  requiring 
Medicare  SNF  care  and  increasing  the  use  of  Medicare  SNF  services.  By  paying  on 
a  per  case  basis,  the  Medicare  hospital  prospective  payment  system  creates 
powerful  financial  incentives  for  hospitals  to  decrease  the  length  of  acute  care 
stays  and  to  seek  Medicare  SNF  placements  aggressively  for  Medicare  patients.  If 
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hospitals  discharge  patients  sooner  than  has  previously  been  the  case,  then  a  higher 
proportion  of  discharges  may  be  able  to  satisfy  the  Medicare  skilled  care  coverage 
requirements,  which  would  tend  to  increase  the  use  rate  of  the  Medicare  SNF 
benefit.  In  order  to  overcome  placement  problems,  hospitals  may  engage  in  one  or 
both  of  the  following  strategies:  1)  convert  excess  hospital  beds  into  certified  long 
term  care  beds  either  by  establishing  hospital-based  SNFs  or  (in  rural  areas)  swing 
"  beds,  and  2)  contract  with  existing  Medicare  certified  SNFs  in  the  community  to 
hold  open  beds  for  Medicare  SNF  patients.  The  first  strategy  would  likely  increase 
the  total  availability  of  certified  SNF  beds  in  the  community  and,  as  such,  it  may 
ameliorate  problems  with  access  to  SNF  beds  on  the  part  of  both  Medicare  and 
Medicaid  patients.  Under  the  second  strategy  increased  access  of  Medicare  SNF 
patients  to  SNF  beds  would  displace  Medicaid  patients. 

At  this  point,  however,  it  is  impossible  to  predict  with  any  appreciable  degree  of 
certainty  how  Medicare  SNF  benefit  use  will  be  affected  by  hospital  prospective 
payment. 

E.  Policy  Implication 

Because  hospital  back-up  primarily  affects  individuals  whose  nursing  home  place- 
ment will  be  Medicaid  financed,  the  policy  implication  is  that  completely  elimi- 
nating the  Medicare  component  of  hospital  back-up  would,  according  to  the  model, 
only  reduce  ANDs  by  about  14  percent.  Moreover,  since  under  prospective 
payment  which  covers  most  Medicare  hospital  payments,  ANDs  are  not  identified 
and  differentially  reimbursed  until  the  length  of  stay  outlier  threshold  is  reached, 
the  cost  savings  resulting  from  eliminating  back-up  of  patients  awaiting  Medicare 
SNF  placement  is  likely  to  be  marginal.  Table  54  indicates  that  Medicare  back-up 
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is  projected  to  become  mere  costly  in  the  out-years.  This  is  due  to  an  overall 
shortage  of  S2ntF  beds  relative  to  demand  based  on  aging  of  the  population  which  is 
further  exacerbated  by  restrictive  certificate  of  need  policies  and  a  current 
reimbursement  system  that  penalizes  a  facility  for  taking  a  heavy  care  patient. 
Thus,  we  have  a  current  system  that  does  not  promote  the  appropriate  placement 
of  a  Medicare  patient  and  facilitate  the  movement  between  the  acute  and  subacute 
parts  of  an  institutional  stay. 
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